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STANDARDS AND CONTENT OF LIVING* 


By Joseru S. Davis 


“Lift up your sights; extend your range.” With these words my 
predecessor A. B. Wolfe closed his presidential address a year ago. In 
response to his exhortation, I wish to open up with you a large subject 
that is not merely of deep concern to American economists now. It 
reaches beyond the borders of economics, back into the past and forward 
into the future, unto the uttermost parts of the earth. 

Professor Wolfe’s rifle-firing analogy is highly appropriate in pro- 
fessions that strive to be worthy of the adjective “scientific.” We need 
more sharpshooting, less waste of scattered fire. Some of the proper 
targets of our aim are balloons that invite puncturing—loose ideas and 
vague phrases that befog thinking, slogans that masquerade as prin- 
ciples. No less worthy targets are the cords that hold the veil over truths 
of importance, old or new. 

G. P. Watkins did not exaggerate when he wrote thirty years ago: 
“The standard of life is the central fact in the dynamics of consumption, 
and hence is of dominant importance for the theory of economic and 
social progress. .. .”* Yet before the theoretical basis has been adequately 
worked out, great issues involving it have been forced upon us. 

The phrase “standard of living” is in constant use—whether we deal 
with the history of the past century or two, the pre-war situation, 
current wartime problems, those of the war-peace transition, or the 
post-war world—whether we discuss facts, goals, or ideals, actual condi- 
tions or potentialities—whether we stop with description and analysis 
or seek to formulate policy and set up new institutions—whether we 


“Presidential address prepared for delivery at the Fifty-Seventh Annual Meeting 
(the American Economic Asociation, in joint session with the American Political Science 
\ssociation and the American Society for Public Administration, Washington, D.C., Febru- 
ry 3, 1945. Since the meeting was cancelled, the address was not delivered. 
He G P. Watkins, Welfare as an Economic Quantity (Boston and New York, 1915), p. 
ontext indicates that he had in mind not merely the standard but the plane or 
atent of living as I view them. 
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are concerned with our own country, backward areas, or the entire 
world. Nowadays, indeed, “raising the standard of living” is increas. 
ingly urged as the basic objective of high policy, national and inter. 
national. 

In our highly dynamic world it is not enough for social scientists 
to provide an orderly description of life as it is and to analyze social 
forces as they currently operate. We are necessarily concerned with the 
evolution of the social economy—local, national, and world—and with 
the results of experiments, by whatever name they are called, that affect 
this evolution. We cannot be content with describing and measuring 
what are variously called standards of living, and with analyzing the 
ways in which they change. We must also be concerned with aspects 
of the problems involved in raising or otherwise improving them. 

But what does “the standard of living” mean? Is it what is actually 
experienced? Or what is worked for, or hoped for, or merely dreamed 
of? Is its central feature total or average income, or consumption ex- 
penditures unadjusted or adjusted for price changes? Do possessions 
as well as fresh acquisitions enter into it? Is it simply “real consump- 
tion,” or does it include other components such as savings, hours of 
labor, and literacy? Do freedoms of various kinds figure in it? Is it 
concerned with “input” or with “outcome,” with utilization or with net 
results in health, efficiency, and satisfactions? Is it something charac- 
teristic of the individual or group concerned, or something devised from 
the outside? Does it include components that cannot be measured? 

Merely to ask these questions is to reveal the prevalent confusion 
of thought. In professional groups, in banking, business, and official 
circles, and by the man in the street, “standard of living” is used in 
all of these senses and others. Even among economists and statesmen, it 
currently means several quite different things. For each of these a 
distinctive phrase with a fairly definite meaning must be employed if 
serious errors are to be avoided. It is high time to reform our careless 
habits of talking about “standards of living.” 


Basic Concepts 


The chief distinctions to be drawn are between consumption and 
living, and between level and standard. The basic concepts are four: 
(1) consumption level, (2) consumption standard, (3) level or plane 
of living, and (4) standard of living in the strict sense. The relation- 
ships among these several realities are highly significant. Nothing is 
gained, and much is lost, by the indiscriminate use of a single phrase 
for these four different concepts and others besides. 

Consumption means the commodities, their uses, and services con- 
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sumed; living includes consumption and much more: working condi- 
‘ions, cushions against major and minor shocks, freedoms of various 
kinds, and what I tentatively call “atmosphere.” The /evel of con- 
sumption or living, as I see it, is that actually experienced, enjoyed, 
or suffered by the individual or group; the standard of consumption or 
living is the level that is urgently desired and striven for, special 
cratification attending substantial success and substantial failure yield- 
ing bitter frustration. 

These distinctions, far too important to be safely ignored or obscured, 
are not really difficult to grasp and apply. In daily life we are con- 
tinually aware that our operating standards are not identical with 
the perfect or the ideal. We readily admit disparities between our 
individual standards of order, cleanliness, honesty, courtesy, workman- 
ship, etc., and the levels of our actual performance. Roughly, if not by 
some form of average, we are accustomed to distinguishing between 
group standards and levels in these and other respects. Even in the 
fields of government and administration, experts and observers alike 
find no difficulty in differentiating between performance levels, current 
operating standards, and vaunted ideals. 

Differences in planes of living are by no means proportionate to 
differences in consumption levels. It is entirely possible for consump- 
tion levels to rise while planes of living fall, for consumption standards 
to rise while consumption levels remain depressed, and so on. In some 
countries advance in per capita consumption levels is the principal 
factor promoting advance in consumption and living standards; in 
others raising consumption standards is prerequisite to raising consump- 
tion levels and planes of living. When planes of living are forced down, 
as occurs in very different ways in depression and war, radical readjust- 
ment of current standards of consumption and living is necessary to 
avert social disaster; and such disaster is inevitable if margins for 
readjustment of levels or ability to readjust standards are lacking. 

In expressing policy aims for the post-war period, for the United 
States, for other advanced countries, or for those that are more or less 
backward, it is important to be clear as to whether the broad objective 
is to raise consumption levels (as most spokesmen now seem to mean), 
or planes of living (which I consider a far superior aim), or standards 
of consumption or living (which may also be desirable). 


Consumption Levels and Standards 


Actual consumption or consumption level is a valuable concept, es- 
sential in many phases of analysis; but it should be called by. its right 
name and no other. It is a sort of aggregate of the food, fuel, and other 
nondurable goods used up, the services of houses, automobiles, clothing, 
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and other durable and semidurable goods utilized, and the services of q 
human beings used, by an individual or group, in a given period of time. s] 
What is miscalled the decline of the “standard of living,” in depression a 
or war, usually means such reduction in the quantity or quality (or cl 
both) of many of the goods which people consume, that their net n 
aggregate consumption falls. A rise in the consumption level means an th 
increase in the volume of actual consumption, and/or improvement in p 
its quality, such as typically occurs in boom periods and in recovery Y 
from depression or war. Precise degrees of increase or reduction in con- F 


sumption levels are not readily measured, but either is easily recog- 
nized by the individual or group concerned, and usually by outsiders q 
also. The reduction or increase is never uniform among all goods con- 
sumed; it is accompanied by changes in composition and proportions. 

Nutritionists know that a balanced diet for an individual provides d 
not only essential numbers of calories but also minimum or optimum 
amounts of proteins, several vitamins, and several minerals. The re- 
quired amounts and proportions vary with age, sex, weight, occupation, 
exposure, and other factors, and even for broad averages “require- 
ments” are not yet determined with precision. An individual can get a 
balanced diet from a large number of possible combinations of foods, 
varying through a wide range in selection, consumer appeal, and cost. 

The fact of balance is likewise fundamental in consumption as a ' 
whole, though criteria for determining lack of balance in consumption I 
are far less developed than in the science of nutrition. Most individuals W 
are conscious of any severe disturbance of their consumption balance, rn 
while minor disturbances may pass unnoticed. One rarely finds a grand 
piano in a hovel, a gourmet in tatters, or a new Rolls-Royce sported 
by one who enjoys no other comforts or luxuries. Misjudgments in 
choosing a home or a car, however, not infrequently entail unexpected 
sacrifices in food, clothing, or leisure. Essentials for health may be 
unconsciously or deliberately sacrificed to transitory pleasures or to the 
acquisition of extended training. In our eyes bric-a-brac held too high 
a place in Victorian consumption. In retrospect it may appear that 
gadgets, gewgaws, and gimcracks loom too large in our own. Among the 
most important tasks of education in various forms is facilitating 
improvement in the balance of consumption, such as the individual or 
group concerned will recognize and value. 

Consumption may be such as merely to sustain life, at a minimum 
or conventional level; it is in this sense that the obsolete phrase “means 
of subsistence” was long used. It may go further and enhance the 
productive power of the consumer and/or enrich the quality of life. On 
the other hand, consumption may be so distorted as to diminish health A 
and life expectancy, reduce productive power, and impoverish the 
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quality of the life lived. Physical environment, occupational status, and 
skill in choosing and using goods have much to do with the volume 
and composition of consumption required to yield a given level or 
content of living. Equal or equivalent aggregates of goods consumed do 
not insure equivalent planes of living for the thrifty and the spendthrift, 
the sober and the drunk, a Californian and a Minnesotan, a university 
professor and a shipyard worker, a mid-western farmer and a New 
York City business man, a 16-year-old boy and a 60-year-old woman, a 
Frenchman and an American. 

Deterioration of the consumption level is rarely proportional to its 
quantitative decline. Raising the consumption level by no means insures 
significant improvement in it. In our American life, there is wide scope 
for improving the consumption level without raising it and while re- 
ducing some elements in it. Overeating and other excesses in consump- 
tion frequently entail not only waste but positive injury, and some cur- 
tailment may be essential to improvement of the consumption balance. 
Losses of vitamins and minerals in food preparation can be minimized 
by methods that improve palatability as well as nutritive content, and 
better satisfaction of needs and wants achieved even with reduced con- 
sumption. The ways in which enlarged purchasing power is utilized 
profoundly influence the net result in terms of living. 

For such reasons, measures of consumption levels afford no reliable 
indexes to planes of living. Broadly speaking, consumption comprehends 
what is used, while living is more concerned with the net outcome in 
relation to deep-seated cravings, basic needs, and other wants. 

Acquisition for consumption by purchase, another concept in common 
use, is by no means identical with actual consumption. Important 
progress has been made in analyzing and forecasting consumption ex- 
penditures, and from these, adjusted for changes in prices, are derived 
valuable indexes of what is sometimes miscalled “real consumption” 
or the “standard of living.” Publicity has recently been given to such 
indexes purporting to show that the British consumption level of 1943 
had fallen 21 per cent below that of 1939, while the American had risen 
15 per cent.? Actually, whatever the virtues of these comparative 
figures, they are not reliable indexes of the two consumption levels. 
They necessarily ignore elements of consumption that do not enter into 
exchange, the consumption of purchased goods already possessed, many 
types of quality change, and important distributive aspects hidden 
behind aggregates and averages. 

In the simpler days of the past, self-service, mutual service, and 


“Real Consumption in U. S. Gains during War as Standard of Living Falls in Britain,” 


—e Bulletin (Life Insurance Companies of America, New York), Dec. 20, 
1944, 
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barter loomed large compared with pecuniary exchange. In parts of the 
present-day world, and even in some parts of modern life, these non- 
pecuniary areas are by no means negligible, and they are capable of 
expansion under stress of depression or war. Victory gardens present 
one striking example. Moreover, where consumers possess large stocks 
of durable and semidurable consumer goods, consumption expenditures 
may shrink or expand materially without affecting current consumption 
in any comparable degree. It is a serious blunder to confuse consumption 
expenditures with consumption, and to infer that changes in either 
income or consumption expenditures, however deflated, imply corre- 
sponding changes in the plane of living. 

Consumption levels are profoundly influenced by changing consump- 
tion standards, but are by no means identical with them. The consump- 
tion standard of an individual or group is the consumption level that is 
earnestly desired and eagerly striven for, in respect of quantities, 
qualities, and proportions of the various goods consumed or wanted 
for consumption. In the Western World, the consumption standard is 
typically above the consumption level proper; but it is not an ideal 
or a mere dream. Nor can it safely be raised, even for future applica- 
tion, too far above the level actually attainable. We court disillusion- 
ment and frustration if we inflate our consumption standards for the 
post-war period to the point of insuring failure to approach them. 

The consumption standard actually held by an individual or group, 
its very own standard, must be sharply distinguished from those de- 
vised by outsiders—legal, expert, or otherwise. Such external or norma- 
tive standards typically refer only to particular components, not to the 
entire consumption level. Sometimes they are legal minima, as in the 
fields of education and housing. Sometimes they are recommended 
optima, with liberal margins of safety, as are the Food and Nutrition 
Board’s Recommended Daily Allowances of the various nutrients. 
Sometimes they are more or less well-based opinions as to what would 
be “good for” the individual or group in question. The standard cost- 
of-living budgets proposed by the Heller Committee of the University 
of California are composites of the estimated consumption expenditure 
standards of the group, padded to meet certain “standards” regarded 
as objectively established and others devised by the authors. 

Many such external standards can be used so as to contribute to 
improvement in consumption levels. By no means all of them, how- 
ever, are reliable, in general or in detail, or acceptable to the intended 
beneficiaries. If applied under pressure, indeed, some may lead to 2 
patent imbalance in the content of living, rendering it less satisfactory 
than before. In inter-war British experience, certain improvements in 
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the housing of working people are said to have led to deterioration in 
health because higher rentals left less to be spent for food. The excep- 
tionally high percentage of literacy attained by the Japanese may have 
entailed excessive sacrifices in their consumption level as a whole. 

Fundamentally important though good nutrition is, it cannot be 
expected that individuals or groups will give it complete primacy 
among their wants. The poorest insist on their luxuries. Sir William 
Petty found that Irish peasants of the mid-seventeenth century, living 
in utter squalor on very poor diets, spent two-sevenths as much on 
tobacco as on food.* In parts of India the ryot living in dire poverty 
extravagantly gratified “his passion for marrying off his daughters 
expensively, and giving his father an elaborate funeral.”* 

In general, optimum standards in respect to specific needs are rarely 
attainable if the consumption level of the individual or group is neces- 
sarily deficient in several respects. This is not generally realized. If 
the attainable average level is, say, only 50 per cent of the most con- 
servative optimum, 100 per cent plus a margin of safety will rarely be 
aimed at in any one phase of consumption, e.g., nutrition. Under such 
circumstances, some sacrifices of needs to preferences is almost in- 
evitable. 


Plane or Content of Living 


The most important single concept in this field is often reasonably 
called the plane or level of living. The word “content” better suggests 
a more than two-dimensional quantity, something in which composition 
and quality as well as size are important, and something to which one 
can apply not merely the adjectives high-low but also such others as 
superior-inferior, expensive-thrifty, elaborate-simple, and ample- 
restricted. “Improving the content of living” is much more meaningful 
than “raising the plane of living.” The words “plane” and “level,” 
however, are convenient to use with this enriched meaning. 

The plane or content of living is a reality experienced by an indi- 
vidual or group. It is made up of a complex combination of consumption, 
working conditions, possessions, freedoms, and “atmosphere,” and the 
balance or harmony among them, in relation to needs and felt wants. 

Consumption includes having available, as well as using, free goods 
of nature and public goods that are utilized without charge, and self- 
service and mutual service, in addition to purchased commodities and 
services and the use of semidurable and durable goods owned or rented. 


C. H. Hull, ed., The Economic Writings of Sir William Petty (Cambridge, England, 
Vol. I, pp. 188-92. 


ghan Nash, The Great Famine and Its Causes (London, 1900), p. 91. 
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Working conditions include hours, variety, and intensity of labor. 
provision for health, safety, comfort, convenience, and training if neces. 
sary, regularity of employment and security of tenure, opportunity for 
advancement, personnel relationships, even beauty of working environ- 
ment—and lacks in these several respects. 

By possessions I mean physical stocks of goods, savings and invest- 
ments, insurance protection and related rights, developed abilities and 
connections, and other reserves for cushioning the actual or potential 
shocks of life. 

Among freedoms are included not merely freedom of religion, ex- 
pression, movement, association, and participation in government, but 
also freedoms to learn and to earn, to choose one’s occupation, to select 
among a variety of goods that combination which suits one, to venture 
and to advance or fail. 

Under atmosphere I include such assets as the sense of being 
wanted, of security, of harmony with one’s fellows—in home, school, 
farm or factory, community, and the larger world—and such liabilities 
as repellent fears of death, illness, friendlessness, unemployment, war, 
and the strains incident to broken homes and to heightened uncertain- 
ties of many kinds. The hope of progress, or lack of it, is often a 
highly important element. 

All of these and more, I think you will agree, figure in the individual’s 
content of living. Each of us can readily estimate how a change in any 
element in this complex has affected or would affect his own plane of 
living. With larger margins of error, we can understand them as apply- 
ing to groups small and large. 

Neither individual nor group is continually conscious of all such 
components in the plane of living, or can be fully articulate about its 
details. But the same is true of the individual’s philosophy of life and 
the policy of a nation: they exist even if not comprehensively formu- 
lated and clearly expressed. Some components of the plane of living, 
indeed, are taken for granted or lie dormant, as it were, until some 
crisis reveals their existence or removal. The preciousness of life itself 
is seldom acutely realized until it is in danger of being lost. Many 
Americans were hardly aware of the degree to which they cherished 
certain freedoms and atmosphere elements until, with Pearl Harbor, 
these were threatened, curtailed, or lost. 

It is highly important that we should not overlook or ignore these 
non-consumption components. In the improvement in the American 
plane of living over a generation or a century, it is beyond question that 
reductions in full-time working hours, betterment of factory and farm 
conditions of work, enlargement of insurance protection in many forms, 
and increasing freedom from isolation which the telephone, automobile, 
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movie, and radio have brought, have figured heavily along with in- 
creased volume and variety of consumption itself. The increasing prev- 
alence of nonessentials which yield satisfaction out of all proportion to 
their cost—of which the radio is an outstanding example—deserves 
special emphasis. 

The character of the content of living, like that of consumption, 
depends upon its composition or structure, in particular upon the degree 
of harmony or balance among its components. Within limits, one ele- 
ment may be accepted in substitution for another: heavier consumption 
may offset less desirable working conditions, consumption may be sacri- 
ficed for added freedom, larger savings may offset consumption restric- 
tions, and so on. Beyond certain limits, however, further restrictions of 
consumption, possessions, or freedoms is reckoned intolerable, no matter 
how ample other elements in the complex may be. 

Improvement in the content of living can often be brought about 
more easily and more substantially by limited changes in its structure 
than by increase in the consumption level as a whole. As in Liebig’s law 
of the minimum and its variants in science and economics, a favorable 
change in some highly deficient component may so improve the whole 
content that reductions in some others will cause no injury. Here is a 
valuable hint toward the technique of improving the living planes of 
depressed groups or peoples whose productive or earning power is low. 

A well-balanced simple plane of living may be definitely superior to 
an ill-balanced elaborate plane, just as a cheap, balanced diet is more 
nutritious, and perhaps even more satisfying, than an expensive, ill- 
balanced one. A very low plane or poor content of living, however, 
makes the individual or group weak and vulnerable. The Irish famine 
of the 1840’s was so devastating because the huge population largely 
subsisted on the cheapest carbohydrate and had no reserves to fall 
back on when blight ravaged the potato crop. Probably the worst 
damage to conquered European peoples in this war has been suffered 
by the Poles and the Greeks, whose plane of living had been low. 

A high, balanced, ample plane or content of living, on the other hand, 
is a source of strength to the individual, group, or nation. Among other 
things, it permits substantial shrinkage in one or more components to 
occur without serious damage. Typically, cuts are taken where they 
hurt least, instead of at vital points. The amazing record of the United 
States during the present war is heavily attributable to the realized 
possibilities of drawing upon various reserves implicit in our ample and 
expensive pre-war content of living. By utilizing our huge stock of 
durable consumer goods, and foregoing most additions to and improve- 
ments in them, we could divert our plants and engineering primarily to 
war purposes. We could expand employment and lengthen the working 
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week, and enlarge our agricultural output with fewer farm workers, 
We could readjust our content and standards of living without radica] 
injury to health, efficiency, or morale. 

Similar factors go far to explain the survival of the United Kingdom 
when her engulfment seemed to many inevitable, her leadership in the 
war before Pearl Harbor, and her effective continued partnership in 
subsequent years. Far more than Americans, the British have demon- 
strated remarkable ability to tolerate drastic shrinkage of their ac- 
customed content of living and yet maintain their health, efficiency, 
and balance. Germans, Russians, and Japanese have all displayed un- 
expected reserves above bare subsistence that could be devoted first 
to armament in all its phases and then to prosecution of the war itself. 
The present vulnerability of Germany and Japan lies partly in the 
narrower margins they have for contracting their planes of living, 
hence the smaller reserves that they can draw upon to avert defeat. 


Standards of Living 


The standard of living, in its most significant sense, is the plane or 
content of living which an individual or group earnestly seeks and 
strives to attain, to maintain if attained, to preserve if threatened, and 
to regain if lost. Though influenced by subjective factors and not easy 
to ascertain with precision, it is no less a reality than the experienced 
content of living. It is likewise made up of components urgently wanted 
and worked for, not of dreams or visions, but in various respects it is 
typically ampler than the current plane of living. 

The relationship between level and corresponding standard is of 
profound significance. This is one basic reason for sharpening the dis- 
tinctions on which I insist. The urgent, unsatisfied wants may be for 
additional consumer goods or a better quality of them, for shorter hours 
of work or more regular employment, for better protection against 
illness, death, war, and depressions, for enlarged freedom to learn, 
speak, vote, travel, or shift occupation, for greater harmony in the 
home, factory, community, nation, and community of nations. It is this 
margin between standard and content of living that furnishes essential 
incentives to achieve an ampler content of living. Indeed, here is a major 
reason why some countries have achieved political and economic ad- 
vances, and why population growth has slowed down in the Western 
World. Even where in our eyes the standards are grotesquely distorted, 
as most of us believe to be true of those developed under the Hitler 
régime in Germany, we recognize the power of the incentives provided 
by the difference between plane and standard. 

Where level and standard are virtually identical, the individuals con- 
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cerned are either content with their lot or despair of improving it, 
so that incentives to progress are lacking. Conceivably this may be true 
of the great majority of mankind, who subsist on very low levels under 
the pressure Of hopelessness. There is a vicious circle of gross poverty, 
inefficiency, and stagnation if not retrogression. One of the most 
ominous facts of today is that the greater part of the world’s net increase 
of population is taking place where such conditions prevail. Among such 
peoples, a prerequisite to improving their consumption level and con- 
tent of living may be to get them first to raise their standards by stimu- 
lating fresh wants and loosening the grip of custom and fatalism. 

Marked disparity between standard and content of living, however, 
often has serious consequences. The strains imposed by the severely 
shrunken content of living in the Great Depression of the 1930’s are 
vivid in our recollections. It may well be that at its worst people were 
generally better off, in various essentials, than in fairly prosperous times 
fifty years earlier. Even so, the sharp contrast between what they had 
and what they urgently wanted and felt they had reason to expect was 
extremely hard to bear. In depression and in war, it is only by painful 
readjustment of current standards that the conditions become endur- 
able. 

People differ greatly, of course, in their preferred patterns of living. 
The French are noted for their consumption efficiency; on smaller 
volumes of consumption, they can live better than many other peoples 
can. By contrast, Americans are notoriously wasteful in their consump- 
tion habits, and therefore requ.': a far larger volume of consumption 
to yield the same results in terms of living. Some individuals, groups, 
s and peoples set great store by security and leisure, while others prefer 
to work harder and accept ups and downs if they can enjoy conveni- 
ence, variety, and a sense of opulence. Freedoms of various kinds are 
much dearer to some groups than to others. Certain characteristics of 
the standards of living of a people or group get crystallized into the 
structure of their planes of living. 

Large portions of mankind, now as in the past, rate status and sta- 
bility very high in their standard of living. For many individuals and 
groups, however, not only change but what is considered progress is a 
vital element in the standard itself. Mere achievement of a specific 
plane of living is not enough. Their standard of living includes the 
continued sense of achieving advances. In effect, their standard is typi- 
cally rising, and mere failure to advance spells deprivation if not frus- 
tration 

In the face of assumptions that standards of consumption and living 
are more or less stable, the fact of changes in standards deserves re- 
newed emphasis. 
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Standards of living most obviously change for individuals, as they 
progress from infancy through childhood, adolescence, youth, maturity, 
family life in its successive phases, and old age. Needs, preferences, and 
priorities alter through this human cycle. For the family groups jn 
which most individuals live, moreover, standards of living change as the 
group’s composition undergoes successive alterations. They also change 
for communities as these grow or decline and are affected by outside 
forces as well as by internal evolution. They change for nations, as 
we have witnessed repeatedly in the past thirty years. We are now in 
the throes of changes in the standards of living of the community of 
nations. 

Standards change both under the pressure of necessity and under 
the pull of opportunity. They change under the influence of physiologi- 
cal, psychological, and social factors or forces. Major transitions from 
one standard to another inevitably involve pain, sometimes more than 
offset by compensations, whether the cause is birth or death, marriage 
or divorce, prosperity or depression, threat of war or prospect of peace. 

Alongside the current standard of living in the strict sense just ex- 
plained, there is the deferred standard of living. Young people in high 
school or college, engaged couples looking forward to marriage, older 
folk looking forward to retirement, and people in general in the midst 
of depression and war, all develop more or less articulate ideas as to 
the kind of living they urgently want when a stage looked forward to 
is reached. Though recognized as a standard for deferred application, 
this figures in the atmosphere components of the current plane and 
standard of living. Individual and group morale depends heavily on the 
character of such deferred standards. If these seem reasonably at- 
tainable in the not too distant future, current standards will be re- 
adjusted so that the current living content will be tolerable even if it is 
grossly inferior to former standards in respect of consumption, work- 
ing conditions, and freedoms. If it seems hopeless to expect to regain 
former standards, to say nothing of attaining ampler ones, the atmos- 
phere componeuat of current living is so profoundly affected that the 
basis for revolutionary explosions is laid. 

The deferred standard of living, indeed, frequently rises during 4 
period of severely depressed planes of living. In this country consump- 
tion standards rose strikingly above predepression levels during the 
1930’s, especially in respect to durable consumers’ goods. Technical 
improvements, cost reductions, low-price policies, and effective advertis- 
ing led to impressive enlargement of the réle of many durable consumer 
goods in American life. This culminated in the huge output and pur- 
chases of durable consumer goods in 1941. It is not yet generally 
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appreciated how important a cushion against the wartime restrictions 
since Pearl Harbor was provided by the heavy stocking up with dura- 
ble and semidurable goods in the years 1938-41. 

During the current war, in respect of consumption and adjustment 
among the components of the content of living, our standards for de- 
ferred application have risen strikingly. This is partly because of 
technological improvements, prospects of cost reductions, hopes of 
larger national income, and extensive advertising of goods and goals. 
It is partly because millions have earned larger incomes, accumulated 
more savings, and/or acquired more claims on future income than they 
ever expected to have, and they feel justified in cherishing ampler and 
better balanced deferred standards of living which a decade ago would 
have seemed vain dreams. Meanwhile, other millions, who have had to 
endure painful readjustments in their current content and standard 
of living, feel justified in expecting at least to regain and even to im- 
prove upon their former levels. Customer research organizations and 
polls of public opinion have already scratched the surface of ascer- 
taining some of the specific ways in which standards for post-war appli- 
cation differ from the present content of living. 

Now, however, we are in danger of erroneously forecasting the stand- 
ard of living that Americans will choose after the war. I doubt very 
much if we shall choose the combination of goods, work, freedoms, etc., 
that will yield a national income averaging 10-15 per cent above $1,000 
per capita in 1943 dollars. Other factors aside, a good deal of the 
increased money income during the war represents the extra inducement 
to make sacrifices, for the time, in consumption, leisure, working con- 
ditions, and freedoms. In the absence of national emergency even this 
inducement would not suffice. From the standpoint of past and pros- 
pective peacetime standards, we are considerably overemployed now. 
When the war is really over, I do not believe that 60 million out of 
135-140 million will choose to be “productively employed,” if this is 
interpreted in the usual narrow sense of excluding homemakers, vol- 
unteer workers, the armed services, and those in various levels of 
schooling, unless a far greater number engage in part-time employment 
than is in prospect. The post-war standard of living that the people 
actually choose will have more influence on the content of living than 
the standards put forward by specialists, publicists, and political 
leaders. 

Conclusion 

[ have tried to make it easier to use a number of good terms with 
lairly specific meanings, and to make it harder to use the phrase “stand- 
ard of living” without pausing to consider which of a score of diverse 
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meanings is intended. I have also endeavored to bring into clearer viey 
a few truths that are too often obscured by loose thinking and speaking 

If time permitted, I should like to explore the subject much further. 
to examine the impact of the present war on consumption and living 
levels and standards, in the United States and other countries, and t 
try to forecast the types of readjustment to be expected; to consider 
some difficult problems of measurement, and the possibilites of deriving 
significant indexes of planes of living; to inquire how far inter-group 
and international differences in levels or standards are normal and 
should persist, and to what degree steps toward what is miscalled 
“equalization” are desirable and feasible; to elucidate further the 
interrelationship between levels and standards, and changes in stand. 
ards themselves; to analyze some promising techniques for improving 
the plane or content of living where it is especially low or restricted; 
and to reappraise standards of living in the Western World in the light 
of world population trends. 

These are some of the targets within range. I have ammunition to 
spare, and am eager to test my markmanship further. But the order to 
cease firing is about to be given, and I must conclude with a brief state. 
ment of faith. 

Improving planes and content of living, with due respect to varied 
needs and preferences, is an eminently practical and wholesome over- 
all objective of individual ambition and of national and international 
policy. Achievement of such improvement is no mere humanitarian 
dream. It is basic to attaining fuller utilization of available resources, 
hence of serious concern to economists. It is fundamental to the main- 
tenance of peace and orderly political progress, hence of serious con- 
cern to political scientists as well. 

Amid the strains and drains of war, it has been borne in upon us § 
that the world’s productive powers are far larger than had been realized 
We are raising our sights and extending our range. Despite appalling 
wastes and devastation, most of the vast accumulations of the ages 
remain for widening use. Depletion of exhaustible resources has been 
more than offset by new discoveries and techniques of substitution. War- 
time pressures have compelled learning new arts and stimulated effec- 
tive research into better means of satisfying wants for essentials, com- 
forts, and luxuries. Science, technology, and management have achieved 
near-miracles, and many more are in the offing. Increased mobility and 
better communications facilitate codperation over great distances. 
New machinery for international operation is under construction. 

We have much to learn and far to go before we shall attain the 
understanding and master the techniques of social engineering that 
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the tasks call for. We must bravely face the prospect that nothing like 
|] potentialities can be realized within calculable time. Even so, 
there is ground for expecting that, in the next twenty to thirty years, 
the planes of living of most of the world’s peoples can be raised well 
above the pre-war levels. Our own national interests are deeply involved 
in translating this possibility into actual fact. The rate and degree of 
progress in this direction will depend heavily upon the people and gov- 
ernment of the United States. And important contributions from econ- 
omists and other social scientists will be essential to sound progress 


toward these reasonable goals. 
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THE EFFECT OF INTEREST RATE INCREASES ON 
THE BANKING SYSTEM 


By Paut A. SAMUELSON* 


Simple truths need constant repetition. Current American discus. 
sions suggest that it may be advisable to assert the following proposi- 
tions: 

1. The banking system as a whole is not really hurt by an increase 
in the whole complex of interest rates. It is left tremendously better 
off by such a change. 

2. A typical single bank, taken by itself, is not really hurt by an 
increase in the whole complex of interest rates. It is left better off by 
such a change. 

The author wishes to emphasize that he does not believe interest rate 
increases to be probable or desirable. 


I 


If a bank were a university, nobody would doubt that it would be 
made better off by an increase in the interest rate. At worst, it could 
continue to hold all existing gilt-edge securities to maturity and be no 


worse off. As these matured, the proceeds could be invested at higher 
rates with a resulting increase in income. It would be better off in the 
sense that ceteris paribus it could hire more teachers per year, spend 
more money on buildings and stadia, engage in more research. 

The only exception would be in the limiting and unrealistic case 
where all its money was invested in perpetuities. But even here it 
would be no worse off. In every other case it would be better off. 

If the treasurer of the college has had a college course in financial 
mathematics, or if his secretary owns a book of compound interest 
tables, he should be able at each instant of time to calculate the present 
value of his assets: #.e., the discounted value of all future income 
streams. In any case, in a reasonably perfect capital market this will 
be done for him and will be reflected in the quoted prices of the secuti- 
ties he holds. 

Obviously, when the rate of interest goes up and is expected to 
remain up, the present value of his assets goes down. Now there are 
many purposes for wnich the reckoning of present value is indispensable. 


* Mr. Samuelson is now on leave from his position as associate professor of economic 
at Massachusetts Institute of Technology while he is engaged in technical warwork. 
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But it will be readily seen that the problem of forming a judgment of 
the good or bad effects of an interest change is not one of them. We 
have seen that the university is better off in the only reasonable sense 
of the term (disposable real income over time), and yet present value 
seems to give an opposite indication. 

Does this mean that a university should buy bonds without taking 
account of probable future long-term rates of interest? Of course not. 
Suppose the treasurer of Siwash buys a bond today, and the treasurer 
of Sweet Briar does not. Let interest rates rise tomorrow. The price of 


| bonds will drop. Obviously, the woman treasurer has done better than 


the man. She can buy the same income stream for less money, or can 
get a larger income stream for the same money. 

If, on the morrow, an angel came to Siwash and asked the treasurer 
whether he wished rates of interest to rise, what would he answer? 
Unless he were a fool, or an ingrate who valued his own reputation 
for sagacity more than the welfare of his Alma Mater, he would of 
course answer, “Yes.” It would be but human for him to add wistfully, 
“If you had only come around yesterday. . . .” 

Clearly then, an interest rate increase which you have not anticipated 
is a good thing, even though an increase you have anticipated and 
gambled on is a better thing. If interest rates rise without your having 
speculated on their doing so, you should not feel any worse than at 
not having picked the winner in yesterday’s horse race, or at not having 
sold short stocks which events later proved would fall. And certainly 
any unavoidable feelings of recrimination should not cause one to 
forego very great gains just because only partial advantage of them 
can be taken. It is better to “place” or “show” than not to be in the 
money at all. Ex ante decisions should be directed to ex post advantage; 
ex post advantage should never be sacrificed to ex ante decisions. 

Conclusion: A university is not really hurt by an increase in the 
whole complex of interest rates, declines in its capital values notwith- 
standing. It is really left better off by such a change. 


II 


So much for the case of a university, where no one can fail to draw 
correct conclusions. Let us turn now to the intermediate case of an 
insurance company. How does it differ from a university? Each receives 
inpayments, owns earning assets, and must make outpayments. The 
contractual nature of these outpayments differs, and therein lies a 
partial distinction. But not too much should be made of this difference. 
Many of the expenses of a university are relatively fixed-and even 
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subject to legal commitment, while the insurance companies, by the 
prevailing practice of setting rates higher than cost (as revealed by 
subsequent experience), are able by variable dividend policy to control 
an important part of their outpayments. 

As far as the policies already in force are concerned, an insurance 
company can pretty well tell in advance the whole future pattern of 
its net outpayments. The contingencies which occasion outpayments 
are specified in the policy, and the actuarial large-scale frequency of 
these contingencies is relatively predictable. Indeed knowledge of 
future outpayments on insurance now in force would be almost perfect 
were it not for the options (changeover, lapse, waiver, borrowing, etc.) 
included in insurance policies. But even these factors can be estimated, 
in terms of various probabilities, with a considerable degree of accuracy. 

Of course, insurance companies are not loath to sell new policies, 
With perfect knowledge of the future course of interest rates, the ap- 
plication of sound actuarial principles makes this a factor of no great 
importance because each group of like policies can “stand on its own 
feet.” This, after all, is the important purpose of reserves in private 
insurance. In any case it should be pointed out that the general course 
of future sales is in large measure predictable as to trend. Except for 
national income, which is subject to cyclical fluctuations, the relevant 
factors such as age distribution change slowly. And, in fact, every 
insurance company tacitly proceeds in its administration upon a “going 


concern” basis and indeed upon a “growing concern” basis. This is only 


proper. 

If charges in the past have not been set too low, and if dividend 
policy has not been overly generous, it would be possible for an in- 
surance company to arrange its portfolio in relationship to the future 
time pattern of commitments so that the company would be perfectly 
hedged against all future interest rate changes. Bond coupons and 
retirements would be staggered so as to produce exactly the right 
amount of cash even if no new business were taken on, and regardless 
of what happened to the market value of securities held. This is not 
the current policy of insurance managements. Although no criticism 
is implied by the statement, they usually take an implicit speculative 
position. 

Can we say then that under these conditions of perfect hedging on 
old business, insurance operations are not affected by interest rates’ 
No. An increase in rates would still benefit the insurance business and 
policyholders. But its benefits would go completely to mew policy- 
holders, who would pay less for the same coverage, or get more coverage 
for their money. 
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94) 


Realistically, we encounter a combination of these extremes. The 
benefit is divided between new and old policyholders. Guaranteed inter- 
st rates on new policies are (quite properly) relatively slow to change 
- time. Increased earnings are distributed in dividends to all policy- 
\olders, old and new. In addition, because insurance companies take an 
nplicit speculative position, there is a further effect as a result of 

terest rates increase. 

The following theorem will indicate the exact conditions under 
which interest rates help or hurt a given person or institution: /ncreased 
sterest rates will help any organization whose (weighted) average 
ime period of disbursements is greater than the average time period 
bf its re ceipts. 

“In our previous discussion we implicitly assumed that the disburse- 
ments of a university were spread evenly over an indefinite time in the 
uture, and so an interest rate increase was good for it. Present dis- 
ounted value proved to be a false indicator, not so much because 
he concept is at fault as because it was applied to only one part of 


Dresent values, 7.e., to the income stream. If we had considered the 


steady stream of outpayments of the university as negative inpayments, 
had discounted them and added them algebraically to present value, 
hen we should have found the whole expression to be algebraically 
creased rather than decreased by an increase in interest rates. 

The only figures relating to the maturity dates of life insurance 
portfolios at hand refer to holdings of government bonds. These figures 
buggest that up to 1943 the average maturity date was less than 10 
ears. On existing policies in force, the average date of outpayment 
ould not conceivably be less than ten years, because of the fact that 
here is a growing population of insured individuals who buy level 
bremium policies in the productive age years. Therefore, insurance 
ompanies were speculating explicitly or implicitly that interest rates 
would rise. If we consider insurance as a growing business, which 


Let VY; = inpayment ¢ years after the present, C: = corresponding outpayments, 
it value, 7 = interest rate per annum averaged over time. 
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means that net outpayments in excess of inpayments will not occy; 


except temporarily, for a long period of time in the future, this concly. 


sion is strengthened. (It should be pointed out in the last connection 
that the companies can partially protect themselves from a fall jn 
interest rates by revising the terms upon which new business js 
written. ) 


TABLE I.—OWNERSHIP OF MARKETABLE SECURITIES ISSUED OR GUARANTEED 
BY THE UNITED STATES 


(In billions of dollars) 
Amounts Held February 29, 1944 


Securities Due 
or Callable: | - | Savi Other Federal! All 


In- _|Reserve,| In- 
vestors . vestors 


Ww 
© 


1to 5 Years 
5 to 10 Years 
10 to 20 Years 
After 20 Years 


bdo 


Total 


Amounts Held November 30, 1942 


Federal | All 

_|Reserve,| In- 

etc." | vestor 


Securities Due 
or Callable: 


| 16.7 
19.9 


Within 1 Year 1 

2 20.4 
2 

3 


1 to 5 Years 
to 10 Years 
10 to 20 Years 
After 20 Years 


11.0 


bd 
00S 


2 
2 
2. 
1 
0 


8.3 70.7 


n 
on 


Total 


* Federal Reserve Banks, government agencies and trust funds. 


In the last eighteen months, there has been an interesting shift ol 
insurance companies into bonds of long maturity. (See Table I.) With 
60 per cent of their bonds having a duration of more than 10 years, 
insurance companies will be in a fairly neutral position with respect t 
interest rates as far as their old business is concerned and they would 
stand to gain on their new if interest rates were to rise. This must be 
modified by the realization that their non-governmental assets art 
probably of shorter duration. 
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final conclusion: each insurance company, all companies together, 
ond the families who hold or buy insurance would not be hurt by an 
increase in interest rates. On the contrary, they would be made really 
witer off, regardless of misleading comparisons of present or market 
calues. If properly computed along the lines indicated above, present 


value could be shown to bear out this conclusion. 


[turn now to the case of the banks, particularly the system as a 
whole. Let us assume the following specific permanent change in the 
interest rate structure on government bonds: 


Duration to Assumed average Old rates New rates 
1 y duration per annum per annum 


{ year or less .33 years 
to 5 years 2 years 
» 10 years 7 years 
10 to 20 years 14 years 
ver 20 years 22 years 


This is intended only as an hypothetical example and not as a pre- 
diction. The old rates are chosen to be approximately equal to present 
rates. The new rates represent a flat one per cent increase at all levels. 
If the present differential between short and long rates can be attributed 
toa fear that rates will harden, and if after that hardening has taken 
place there is no further expectation of increase, then it would not be 
umatural for the short rates to firm relative to the long rates. Witness 
the reverse movements from the twenties to the thirties. 

Would the banking system be worse off for such a change? Let me 
ask another question: if the government were to bestow upon the bank- 
ing system some 60 billion dollars, or what is the same thing under 
existing rates, grant a perpetual annual subsidy of .6 billion dollars, 
would the banking system be better or worse off? Would bank stocks— 
which for some city banks are already beginning to sell for more than 
the book value of capital plus surplus—go up or down in price? Would 
public confidence in banks rise or fall? Over a period of years would 
the capital structure of banking be more or less sound? 

Or let me pose the question in another way. What if all banks were 
to subscribe 2 billions to a perfectly safe but non-negotiable term loan, 
to be paid back in equal installments over three years’ time and to yield 

rate of compound interest of some 15 thousand per cent per annum! 

ould any sane bank examiner rule that the non-negotiability of such 
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a loan, which amounts to less than 2 per cent of all bank assets, over. 
weighs the fabulous return on a safe investment? 

To ask such questions is to answer them. Any one of these alterna. 
tives would involve the greatest boon in history to the commercia) 
banks, with the possible exception of the stimulus to bank earnings 
provided by World War II, a stimulus which will not be confined to the 
war years as in the case of most war producers. 

Yet the relatively moderate, permanent increase in rates considered 
above is essentially equivalent to either of the above alternatives! Only 
the intricacies of bookkeeping prevent this from being seen. | 

But what about the collapse of capital values when rates harden? 
Will not an average doubling of interest rates wipe out 50 per cent of 


TABLE IT 


Securities Due | Ratio of New Capital New Yield New Yield 
or Callable: Value to Old on New Base on Old Base 


1to 5 years 2.0% 1.96% 
5 to 10 years 3.0% 2.81% 


Within 1 year | ; 1.5% 1.50% 
10 to 20 years | : 3.0% 2.67% 


after 20 years 3.0% 2.52% 


the value of securities held? Even if it did, we have seen in the previous 
cases the irrelevance of present value as traditionally computed, and 
I shall show it to be equally so for the banking system. But we need 
not fall back on this theoretical argument. 

Applying the usual bond tables and formulas to a portfolio of the 
composition given in Table I, we find that its capital value will jal 
only 3 per cent in going from the old to the new rates. Maintainabl 
net income from governments, however, will almost double even if 
shorts and longs are held in the same proportions in the new situation. 
Table II shows the new capital value of each dollar previously invested 
in each maturity. By weighting these factors according to the required 
proportions, we can make a similar calculation for any portfolio. The 
results for each of the groups listed in Table I are indicated below in 
Table III. 

On a capital value reduced only by 3.29 per cent, a bank portfolio 
will earn a yield of 2.15 per cent, which is 2.08 per cent on its old 
capital value. This is almost double its previous yield of 1.17 per cent 
The corresponding old and new yields are shown in Table III, for al 
groups. 

It is occasionally recognized that higher rates will increase earnings 
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1045 
jiter old bonds mature and their proceeds are reinvested. This is a 
relatively slow process. It is rarely realized that immediately after 
interest rates have risen and capital values have been scaled down, 
all parts of the portfolto, old as well as new, begin to earn higher rates. 
We must not forget that the earning of a bond is not its coupon, but 
rather its coupon corrected for amortization of bond premium or dis- 


TABLE III 


Percentage Dollar Decline 
Ownership of Decline in in Capital Old Aver- 
Capital Value age Yield 
Value (in billions) 


New Aver- 
age Yield 
on Old Base 


Securities 


2.08% 
2.57% 
2.53% 
2.10% 
2.18% 
1.86% 
2.14% 


‘ommercial banks 3.29% 


nks 9.11% 

rance companies 10.13% 
ther investors 5.22% 
All except government 5.11% 
Federal Reserve 3.40% 
All investors 4.91% 


& 


count. In this case bonds which were previously at par will be at a 
discount, and true earnings or yield will exceed coupon rates by amorti- 
zation of bond discount. 

If the banking system maintains the same operating expenses and 
dividend policy, it will be able by ploughing back the new higher earn- 
ings to replace the 3 per cent decrease in values in less than three years’ 
time—without changing its proportions between longs and shorts ex- 
pressed in value terms. This does not mean that in three years’ time 
the bank will have got over the damage done them by interest rate 
increases. There is no such damage; from the very beginning banks 
are “really” better off; and at the end of three years, they are much 
better off because the old capital value can be invested to give twice 
= the old yield. 

One technical point should be mentioned. In the new situation, banks 
may not choose to keep the same proportions between longs and shorts. 
Indeed, with the new capitalizations, a// investors will not be able to 
do so in value terms even should they wish to. But if a bank or the 
banking system should wish to do so, and if the new rates remain as 
stated, there may have to be some reshuffling of portfolios in which 
other than new issues are bought. 

In the above calculations, we have treated the bank portfolio like 
any other portfolio. But what is the basis for the widespread opinion 
that what is true for a university or insurance company is not trué for 


| 
1.17% | 
1.84% 
1.83% 
1.25% 
1.33% 
0.96% 
1.28% | 
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the banking system? Our fundamental theorem provides a rationaliz. 
tion of the answer: a rise in interest rates hurts the banking system jj 
the average time period of its inpayments exceeds that of its outpay. 
ments. 

But what are the future outpayments of the banking system? If i 
is assumed each night that tomorrow is the day of judgment, that all 
depositors may wish to withdraw all their money, then the averag 
period of outpayments is one day, and of course the banking system 
would be hurt by interest rate increeses. In such an absurd world, it 
would be criminal for banks to hi: « anything but 100 per cent re. 
serves. It is equally absurd to assume that savings banks have ap 
average period of outpayments of 30 days. 

It should not be necessary to argue before economists that the bank. 
ing system is a going concern, and is to be treated as such. But some 
practical bankers, noting that their own business has gone up during 
the war, share the common opinion that—-along with the business of the 
butcher, the baker, the candlestick maker—after the war their business 
will go down. When the war is over, it is not impossible that business 
activity should decline. But as far as volume of deposits is concerned, 
banking is one business which cannot go back to its previous level. 

Deposits are unmade in much the same way that they are made. 
Deposits were created in banks by the process of expanding earning 
assets, largely war bonds. Deposits can only be destroyed if banks lose 
assets. There are only three conceivable ways in which banks could be 
expected to lose deposits. 

1. After the war, the federal government might run surpluses and 
retire debt. Even high annual surpluses would require a very long time 
to make a dent in the huge volume of bank deposits. The most con- 
firmed optimist knows that the quantitative rates of surpluses cannol 
be a fraction of the rate of wartime deficits, although he may hope 
for a long period of such surpluses. Realistically, there is as yet little 
reason to believe that economic and political conditions will be such 
as to permit rapid debt reduction. 

In any case, it will be obvious that reduction via this process wil 
create no problems for bank portfolios. Withdrawals and debt retire- 
ment will be linked, with equal average periods. 

2. The second way in which deposits might decrease is as the result 
of a changed preference of the public for cash and security. If indi- 
viduals should come to prefer government bonds to non-earning bank 
balances, we could witness in the post-war world a gradual purchase 
of government bonds by the public from bank portfolios, with a re 
sulting destruction of deposits. This second process is the only one of 
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he three which seems at all probable, and it must be considered as only 
4 doubtful possibility. 

But should it materialize, it would obviously not create difficulties 
for the banks. They would be losing deposits precisely because of an 
;ncreased demand for government bonds. Interest rates would then 
be falling, and banks would be making capital gains rather than losses. 

3. If the public should distrust banks and wish to hoard cash, de- 
posits would of course decrease. It may be stated pointblank that such 
4 contingency will not materialize, and cannot materialize. Not only 
does deposit insurance greatly decrease the chance of its happening, 
but also any sensible conception of public responsibility would envisage 
drastic use of Federal Reserve and governmental powers to prevent 
such a situation from developing, and to meet it should it develop. 
Realistically, banking experts anticipate that peace will cause a reverse 
flow of currency back to the banks. 

The reader may work out for himself the details of the case where 
the public develops a desire for securities other than governmentals and 
attempts to use up its deposits in such purchases. Government bond 
yields could harden but bank outpayments would not increase. 

Legalists and bank examiners nevertheless will still worry about the 
instantaneous effects of higher interest rates on capital values. Balm 
may be found for them in the following considerations: government 
securities may be carried at cost rather than market; capital surpluses 
may be large enough to absorb a 3 per cent drop in portfolio book 
value; bank stockholders, confronted with the possibility of doubled 
earnings, will be in a receptive mood to subscribe to new stock issues 
to meet any deficiencies in apparent capital;? in special cases, the gov- 
ernment may aid where it is in the public interest to do so. Conclusion: 
the banking system as a whole is immeasurably helped rather than 
hindered by an increase in interest rates. Indeed, it receives much 
greater benefit than either universities or insurance companies, and 
ommercial banks would profit more than savings banks. 


IV 


Since the line of thought and conclusion are fairly obvious, the 
reader may work out the details of the argument as applied to indi- 
vidual banks. Let him consider the case of a boom-town bank in (say) 
Bath, Maine or Portland, Oregon; the case of New York banks; the 
case of rural banks; etc. 
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It will be seen that problems of bank examination with respect ty 
government securities do not disappear completely. But it will 
equally clear that they are to be determined within the framework of 
a realistic appraisal of benefit and harm. 


V 


Sometimes right policies are followed for the wrong reasons. No 
long ago I was privileged to hear a public address by a distinguishe) 
American economist, in which he argued in favor of the use of a tight 
money policy to control a post-war boom. He was immediately pounced 
upon by all his colleagues, and his argument was completely damnei 
by the assertion that such a policy would create great difficulties fo 
the banking system because of its holding of governments. Perhap; 
the critics argued with tongue in cheek, hoping to gain support for the 
perfectly sound and eminently desirable policy (of preventing high 
interest rates) by a faulty but effective argument. And perhaps silence 
is maintained on the obvious true analytic relationship between interest 
rates and bank positions by tacit agreement not to debunk a shibbolet) 
which happens to be conducive to correct policy. 

Why, then, do I now give away the secret which all wise men knov 
but which no wise man will tell? First, I plead the usual excuse of all 
scoundrels: if I don’t tell, somebody else will, and I at least can make 
certain that the antidote is given at the same time. Second, if rightly 
interpreted, it will be seen that mine is an argument against interest 
rate increases, not one in favor of them. They imply enormou, 
unneeded, unnecessary, undesirable, and arbitrary gifts to certain 
investors at the expense of the Treasury. In addition, their long-run 
harmful effects greatly outweigh, in my opinion, the doubtful minor 
benefits in controlling a hypothetical situation, which can in any case 
be better handled in other ways, even within the framework of banking 
policy. I shall not dwell here on the considerations which make it seem 
likely that the post-war epoch will witness even lower rates than the 
present. 

Finally, and most important, the fancied difficulties arising from 4 
hardening of rates is now being used as an argument against the lower- 
ing of rates, on the grounds that there will be great harm if they have 
to be raised later. I hope to have demonstrated the weakness of this 
argument. 

In truth, the United States Treasury and Federal Reserve have 
missed a great opportunity. This war is a 2-per-cent war. /t should 
have been a one-per-cent war. Literally, nobody has argued that the 
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interest rates Offered have had any substantial effect upon private con- 
sumption or investment in a war world of direct controls and inflation- 
ary gaps. They may have had some minor effects upon the form in 
which wealth is held, but to explore the fancied advantages and dis- 
advantages of these would require another, equally long paper. 

[ hope I am giving away no secret when I say that the American 
authorities have in this (fortunately relatively unimportant) sphere 
pursued an uninspired policy whose full implications will be felt for 
a long time to come. May we hear from the wise men on this subject? 
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COMPENSATING REACTIONS TO COMPENSATORY 
SPENDING 


By L. ALBERT HAHN* 


In the plans for maintaining full employment after the war that flood 
the country, governmental “compensatory” spending plays a major 
rdle. Only a few proposals mention the question of adjustment that was 
so prominent in the earlier literature on the liquidation of booms 
Most planners do not recognize the paramount importance of the wage 
level for employment. If they see it at all, the importance given wages 
in sustaining a high effective demand far overshadows the importance 
given them as a cost factor. To be sure, there is an opposition. To it 
adjustments remain a major problem, and compensatory spending in 
an unadjusted economy seems of highly doubtful value. But in view 
of the overwhelming number and influence of those who favor “spené:- 
ing without adjustment’ and the appeal of their plans to laymen, the 
opposition must be considered “voices in the wilderness.” 

To anyone watching the trend of economic thought in this country 
the situation is not astonishing. It is just an outgrowth of the general 
acceptance of Keynesianism. For, although some planners are distinctly 
out-keynesing Keynes in a way that Lord Keynes himself would surely 
reject,’ the planners’ basic attitude is distinctly an application of 
Keynes’s General Theory of Employment, Interest and Money.’ Ac- 
cording to this theory, employment can, “as a rule” and “in the gen 
eral case,” be raised or restored by raising effective demand to a sufi 
ciently high level. Why, then, should there be any need for a painful 
adjustment process? 

In the following pages this author tries to explain what seems to him 
to be the fallacies not merely of some of Keynes’s implications but als 
of the general assumption underlying the entire system. In doing this 


* Before coming to the United States in 1941, Mr. Hahn was a banker in Frankfurt 
am-Main and an honorary professor at the University of Frankfurt. 

“For a good survey of the post-war full employment plans, see Albert Halasi, “Survey 
of Recent American Literature on Postwar Security,” International Postwar Problems, 
Vol. I (1943), pp. 120-138. 

*Cf. Abba P. Lerner, “Functional Finance and the Federal Debt,” Social Research 
Vol. 10 (1943), pp. 38-51. 

* John Maynard Keynes, General Theory of Employment, Interest and Money (Londot, 
1936). 
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the author is in a somewhat peculiar position. For in his Volkswirt- 
schaftliche Theorte des Bankkredits,* as early as 1920, he advanced 
, “credit expansion theory of employment” very similar to that of 
Keynes. In the third edition (1930),° however, he modified the original 
thesis essentially. The reasons that seemed to him to prove the original 
thesis untenable were similar to those put forward in this article. 


I. The Illusion Effect of Monetary Manipulations 
in Creating Employment 


Lord Keynes contends that “as a rule” and in the “general case” an 
expansion in “effective demand” increases employment as well as prices. 
“Effective demand spends itself partly in affecting output and partly 
in affecting price.”* The reason is—to put Keynes’s argument in the 
simplest form—that additional labor can be used profitably despite its 
= diminished marginal productivity. This, in turn, is because “the de- 
creasing return from applying more labor to a given capital equipment 
has been offset by the acquiescence of labor in a diminishing real 
wage.”’ And labor acquiesces in a diminishing real wage, because usu- 
ally “. . . the supply of labor is not a function of real wages. te 
For “it is not their [the workers’ ] practice to withdraw their labor 
whenever there i is a rise in the price of wage goods.” 

However, “a point comes at which there is no surplus of labor avail- 
able at the then existing real wage.””*° As soon as this point is reached, 
the supply price of labor is fixed in accordance with the declining pur- 


*L. Albert Hahn, Volkswirtschaftliche Theorie des Bankkredits (ist ed., Tubingen, 
1920). An extensive description of my theories, their effect, and their development by 


an be found in Howard S. Ellis, German Monetary Theory, 1905-1933, Harvard 
econ. stud., Vol. 44 (Cambridge, 1934). 

I have added on the following pages after the quotations from Keynes’s General 
Theory the number of the pages of my Volkswirtschaftliche Theorie, 1st ed., on which 
corresponding quotations may be found. Besides those mentioned in this article, my book 

ntain ned most other fundamental assumption of Keynes in striking similarity, e.g., that 
ployment originates in consumption deficits (Volkswirtschaftliche Theorie, 1st ed., 

148), that the saving-investment flow is frequently interrupted (ibid., p. 147), that 
interest rates are the price for the loss of liquidity (ibid., p. 102), that liquidity preferences 
are dependent on subjective influences (ibid., pp. 59, 60). 

Remarks on my priority can be found in Gottfried Haberler, Prosperity and Depression, 
Geneva, 1939), p. 15, note 2, p. 205, note 3; and Wilhelm Lautenbach, “Zur Zinstheorie 
von J hn Maynard Keynes,” Weltwirtschaftliches Archiv, Vol. 45 (1937), pp. 493-525, 
particularly p. 512, note 2. 

Albert Hahn, of. cit. 


‘Keyn S, Op. cit., pp. 13, 3, 285 and, in a slightly different wording, p. 296; (Hahn, 
cit., py . 135, 146, 140, 141, 149, footnote.) 


“Key nes, op. cit., p. 289, and in a different wording, p. 284. 
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chasing power of wages. In other words, the supply curve of laber in 
terms of money wages moves upward with prices which rise because 
of the expanding effective demand. From this point on no additional] 
unit of labor can be applied profitably. The “crude quantity theory of 
money” once again functions. “Output does not alter and prices rise 
in exact proportion to [the quantity of money].”” 

This is doubtless a correct picture of the process of monetary expan- 
sion. It is generally agreed that monetary expansion in its first phases 
increases employment. But from a certain point on, which we may call 
the “reaction point,” reactions on the side of the productive factors com- 
pensating the effect of credit or money expansion will set in, and pre- 
vent a further rise in employment or even bring about a decline.” 
And this will be true even in the case not mentioned by Keynes— 
when price increases should have been avoided, diminishing unit costs 
offsetting the effects of diminishing marginal efficiency of labor. In this 
case entrepreneurs derive extra profits which labor, from a certain 
point on, will claim for itself,** just as it claims for itself, and with 
success, the increments technical progress brings to its productivity. 

Where lies the difference between Keynes and the classical attitude? 
Keynes assumes that the period before the “reaction point,” the period 
free from “compensating reactions,” is so long and general that it is 
characteristic of “the economic society in which we actually live,” 
and thus a sufficient basis for a “general theory of employment.” The 


classicists, on the other hand, consider the “reaction-free” period as 
usually short and occurring only exceptionally. This apparently unim- 
portant difference in factual assumptions is, as far as I can see, 
responsible for all the wonders of the Keynesian world so paradoxical 
to classical thinking. 

What prevents labor during the “reaction-free period,” whether short 
or long, from raising its demands for money wages to correspond with 


Loc. cit. 

" The experience of the last phase of the German inflation illustrates this point. From 
about the middle of 1922 on, wages were made sliding according to the sinking purchasing 
power of money (Gleitloehne). As a result, employment no longer rose, but even declined. 
Inflation spent itself in price rises. For it is one question whether goods already fabricated 
are purchased at higher prices, and another whether new goods are fabricated. The latter 
depends on production being more profitable, i.e., wages and other costs not rising as fast 
as prices; a fact quite obvious though often forgotten in the wake of the spending en- 
thusiasm of our time. 

* Sumner H. Slichter, “Labor after the War,” in Harris, Postwar Economic Problems, 
(New York 1943), pp. 241-262: “Union wage policy will tend to keep the prospect for 
profits unfavorable, because unions will press for wage increases despite the continuation 
of price controls” (p. 245). 

“ Keynes, op. cit., p. 3. 
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‘ts declining purchasing power and/or the profits resulting from in- 
creased sales? After all, men work for food, clothing, etc., not for pieces 
of paper, even if dollar amounts or other denominations are printed 
on them. Keynes does not answer the question; he merely states the 
facts so important to his system. It is a complicated sociological eco- 
nomic problem that is at stake. But one thing seems certain. If, dur- 
ing the “reaction-free period” labor does not insist on money-wage 
increases, it is not because it wishes to receive lower real wages. It can 
only be because it does not, or does not immediately or fully, realize 
what is happening when prices begin an inflationary rise. What works 
is the phenomenon Professor Irving Fisher described in his famous 
book The Money Illusion** and what we may therefore call the “illu- 
sion effect” of monetary manipulations. 


II. The Illusion Effect Inducing Investment 


According to Keynes’s theory, a larger effective demand, leading to 
a higher level of employment, will depend, given a certain propensity 
of the community to consume, on the amount of current investments. 
“The amount of current investment will depend, in turn, on what we 
shall call the inducement to invest; and the inducement to invest will 
be found to depend on the relation between the schedule of marginal 
efficiency of capital and the complex of interest rates on loans of various 
maturities and risks.”** So by lowering the interest rate, investment and 
effective demand can be increased. 

Increasing effective demand through lowered interest rates is what 
European writers used to call “inflationary credit expansion.” It de- 
pends not on any spontaneous decision of the community to save 
more, but on the will and capacity of the banking system to expand 
the amount of credit and the quantity of money. According to the clas- 
sic approach it is a case of monetary manipulation. 

A downward monetary manipulation of interest rates will undoubt- 
edly induce an increase in investments and effective demand, especially 
as “rising prices . . . will redistribute incomes to the advantage of the 
entrepreneur and to the disadvantage of the rentier,’’"" and as this is 
equivalent to a further decline in the interest rate or even to a negative 
interest rate. But just as in the case of lowering wages through mone- 
tary manipulation, investments are induced only before the “reaction 
point” is reached. Then the productive factors whose rewards, although 


Irving Fisher, The Money Illusion (New York, 1928). 
Keynes, op cit., pp. 27-28. (Hahn, of. cit., 1st ed., pp. 132, 137.) 
Keynes, op. cit., p. 290. (Hahn, of. cit., ist ed., p. 137.) 
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nominally unchanged, have really been lowered will react. As soon a; 
the supply curve of credits is raised in accordance with the decreasing 
value of money, the investment-inducing effect of interest manipulatioy 
disappears. Similar developments which can, incidentally, be observed 
during every business cycle, are the basis of all monetary cycle 
theories of the Wicksellian type. 

That the illusion effect of money prevents compensating reactions a 
first was demonstrated drastically during the great German inflation, 
Until about the middle of 1922 the majority of the population, espe. 
cially the creditors, were not aware of what was happening. They 
were deceived by the “illusion effect.” Loans were still offered in ampk 
quantities and at low rates. When the creditors were no longer taken in 
by the money illusion, they raised their demands for interest to fantastic 
levels, wishing to be compensated for the decreasing purchasing power 
of their money during the lending period. The Reichsbank, thinking jt 
should not tolerate this healthy compensating reaction, tried to kee 
the rates down by maintaining a ridiculously low discount rate. This 
low discount rate was one of the chief reasons for the runaway char. 
acter inflation in Germany assumed in 1922.** 


III. The lilusion Effect of Government Spending 


If the manipulation of interest rates downward does not induce sufi- 
cient investment, and it probably will not, compensatory deficit spend¢- 


ing by the government is recommended. “The State which is in a pos: 
tion to calculate the marginal efficiency of capital-goods on long views 
and on the basis of the general social advantage,” has, as Keynes says, 


to take “the responsibility for directly organizing investment.” 


In the case of government spending, too, investment and employment 
increase because the supply price schedules of the productive factor 
have, through manipulation, become “really” lower than they seem. 
Here, too, sooner or later the point is reached where compensating re- 
actions prevent further improvements, or even reverse already achieve 
improvements. Until then it is the illusion effect of monetary manipula 
tions that prevents compensating reactions. 

When the efficiency of a further unit of capital is too small to covet 
the interest charges, private enterprise refrains from new invest 
ments. If governments can invest where private enterprise cannot, it 
is not because capital is supposed to be more efficient in its hands 


*Cf. L. Albert Hahn, Geld und Kredit (Tiibingen, 1924 and 1929), and Unsert 
Wahrungslage im Lichte der Geldtheorie (Frankfurt/Main, 1924). 


” Keynes, op. cit., p. 164. (Hahn, Volkswirtschaftliche Theorie, 1st ed., p. 151.) 
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(Professor Hansen, for instance, warns against “timidity” and urges 
consideration of a 50 per cent recovery of principal—not of interest! — 
as a sufficient return on invested capital.*””) It is because the interest 
rates charged the government are much lower than the market rate, or, 
if capital is allowed to be 50 per cent unrecoverable, even negative. A 
negative interest rate means that the entrepreneur does not have 
to make payments but receives payments from those who lend the 
capital. This is just what happens in government deficit spending 
through shifting of the deficit in one way or another to the community 
which becomes liable for the amounts. 

What bearing the liability will have on the economy depends on 
whether and to what extent the members of the community have to 
f redeem it by tax payments. Distinction is made in this respect in litera- 
ture between the liability for interest and for the principal. 

Sooner or later the day must come when interest no longer can 
be paid through issuing new government securities, but has to be paid 
out of taxes. This happens either when private investment is picking 
up so that government deficit spending has to be discontinued entirely 
™ in order to check an excess of effective demand;** or it happens, at the 
@ latest, when the public refuses to take over the ever-increasing public 
debt. i.e., when what can be called the saturation point for government 
securities is reached. 

If interest on the public debt has some day to be met by taxation, it 
will mean a heavy burden on post-war America. For it would come on 
top of taxation for interest on the war debt, which alone will swallow 
a substantial part of national income. Nor can, incidentally, the tax 
burden be minimized by pointing to the growth of the economy which 
will reduce the ratio of the debt to the national income. The inherent 
weakness of the “growth argument” is that it assumes the “growth” 
sto be, so to say, natural,?* whereas it depends to a large degree on 
economic conditions and will probably never materialize if employment 
is made dependent upon government spending for any length of time. 
It is furthermore forgotten that the enlarged future economy will have 
its own larger problems, be they war, unemployment or others. It does 
not therefore seem permissible to mortgage the growth. 

The “only-the-interest” argument in contemporary literature on gov- 
ernment spending, is used to such an extent that the impression is 


Alvin H. Hansen, “The Postwar Economy” in Seymour E. Harris, Postwar Economic 
Problems (New York, 1943), p. 23. 
™ Cf. Lerner, op. cit., p. 43. 
"Cf. Joseph Stagg Lawrence, Empire Trust Letter, No. 6, p. 5 (New York, Empire 
‘ Company, 1944), for a good refutation of the “growth argument.” | 
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created that only one-fortieth part of every deficit (2% per cent of th. 
capital) is the real burden, whereas the principal can be forgotte, 
as a gift.?* Obviously by using this argument the beneficial effects oj 
spending are made to compare very favorably with the ensuing burden, 

However, the “only-the-interest” argument is tenable only if spend. 
ing can be discontinued because private spending has picked up. The 
argument is not tenable in the case of spending continued indefinitely 
in order to counteract a chronic tendency to unemployment. 

A curve representing the amounts of bonds or money accumulated by 
the public does not mount steadily to a saturation point, to run horizon. 
tally thereafter. Curves representing data which depend on psychologi. 
cal factors, such as confidence in business prospects, in the value of 
the currency, and in the future level of prices, never remain on a pla. 
teau but rise and fall according to the laws of action and reaction. In 
other words, once deflationary tendencies are relieved through infla. 
tionary tendencies, it becomes highly probable that—through the wu. 
loading of previously accumulated money and government securities— 
deflation turns into inflation, not into stabilization. 

What must be done to prevent runaway inflation at such a time? 
It is not sufficient simply to stop further deficit spending. Certain 
amounts of existing public debt become due, and these amounts wil 
be the larger the smaller the portion of the debt which has been con- 
solidated to longer terms. Suddenly, what seemed a gift for eternity 
is transformed into a real loan. The bill must at last be paid. In addition 
to taxation covering all public expenditures business will then face the 
burden of high interest rates. For, in order to stem the demand of 
those who want to profit from the dwindling purchasing power of the 
currency and therefore borrow from the banks, interest rates will have 
to be raised. This also hurts legitimate enterprise. In short, a very 
severe deflation crisis will occur. 

The result of all,this is that interest on the public debt must be met 
by taxation. The principal, or at least parts of it, will also some 
day become a tax burden if government spending is permanent. Ii 
this is so, government deficits mean for the economy that net wages, 
net profits, and net interest received by the factors of production are 
really lower than their gross earnings. For from gross earnings the 
amounts should be deducted that will have to be paid as taxes in the 
future and thus represent a mortgage on present income. Owing to the 
illusion effect, this is not at once realized. 


* Cf. Harris, in Harris, op. cit., pp. 172 §.; also Alvin H. Hansen and Guy Greer, “The 
Federal Debt and the Future,” Harper's Magazine, Vol. 184 (1942): “The internal debt 
of a government need never be paid” (p. 492). 
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There is no miracle in government spending. The fundamental fact 
remains that investment and employment increase only when the sup- 
ply schedules of the contributors are lowered in real terms. The dif- 
ference is merely that government spending effects the reduction in- 
directly and unobtrusively, as do every inflation and monetary manip- 
ulation in general. 

Incidentally, our analysis shows not only why the alleged “secular 
stagnation” of the economy, caused by insufficient profitability of new 
capital investments, can be overcome by government investment, but 
it also shows that insufficient opportunities of capital investment can 
never be the reason for lasting unemployment—even if the “maturity” 
of the economy were proved.” For if investment becomes possible where 
the prices of the productive factors are lowered, excessive factor prices 
and not the low “efficiency” of capital are the secular cause of unem- 
ployment. Low efficiency of capital can explain why no new unit of 
capital is applicable to a given amount of labor, but not why no 
new unit of labor is applicable to a given capital. Even if the capital 
structure cannot be deepened, labor can be employed and savings util- 
ized at the prevailing depth of the capital structure, if only labor is not 
more expensive than corresponds to its marginal efficiency. This has 
been recently restated with great clarity by Professor Pigou.* 

When employment is created by means of governmental deficit 
spending, the day will come when people realize that the real rates of 
earnings have been reduced and they will demand higher rates. Labor 
will not be satisfied with the prevailing wage level, less capital will be 
offered at the prevailing interest rate, and less entrepreneural activity at 
the prevailing profit rate. All supply price schedules will move upward. 
Which of these upward movements will be the strongest depends upon 
whether labor, capital or entrepreneural earnings are expected to be 
taxed most heavily. The consequences for the structure of the econ- 
omy are well known; in any case, a further increase in employment will 
not be possible. And if the government tries to compensate for the com- 
pensating reactions by spending still more, again still higher taxes will 


“Cf Joseph A. Schumpeter, review of Harold J. Laski’s Reflections on the Revolution 
of our Time, Am. Econ. Rev., Vol. 34, No. 1 (Mar., 1944), p. 163. 


“A.C. Pigou demonstrates in “The Classical Stationary State,” Econ. Jour., Vol. 53 
1943), pp. 343-351, how investments which no longer bore interest again became 
when the value of money increased, after workers have been forced to accept 
vages (pp. 349-350). He comes to the conclusion: “I have been concerned to show 
jiven conditions of technique and so on, if wage earners follow a competitive wage 
e economic system must move ultimately to a full employment stationary state, 
's the essential thesis of the classicals. There can be no question at all that in this 

e equilibrium that is attained is stable” (p. 351). 
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be anticipated, and so on in a vicious spiral.** All this will happen a 
the latest when the first taxes to meet the larger government obligation; 
are to be levied. 


IV. The “General Case” 


The fundamental difference between the classical and the Keynesiap 
employment theory is one of factual assumption, not of theoretical 
analysis. Lord Keynes assumes that the state of monetary illusion is 
normal state; that money wage, interest, and profit demands are nor. 
mally not altered when the rates of earning no longer represent th 
same real value. The classicists assume as normal that the money 
illusion is always and immediately seen through and the supply sched. 
ules accordingly revised upwards, because people are interested only 
in their real, not their nominal income. These writers therefore con. 
tend that what they call monetary “falsifications” and even swindle 
do not really change the amount of employment but only the value oj 
the currency. Thus, the whole question of whether Keynes’s theory 
and its practical consequences are acceptable boils down to this: Does 
the “illusion effect” of monetary manipulation work so long and » 
regularly that it can rightly be used as the basis of a general theory of 
employment? 

The world Keynes paints is not the real world. To realize this fully 
one has merely to compare his remarks with any newspaper report 
about the bargaining policy of labor. Generally and as a rule, whether 
we like it or not, the “money veil” now-a-days is seen through mos 
thoroughly and clearly. Wage demands do not remain unadjusted, for 
any length of time, to the sinking purchasing power of money, 1.¢., t0 
higher living costs. They are demands for “real’”’ wages. As a matter o/ 
fact, money wages have not lagged behind prices during the last decade. 
On the contrary, they have run ahead of prices; labor has succeeded in 
raising its standard of living because its wages have risen with the in- 
crease in its productivity. 

Our conclusion is that the case Lord Keynes regards as the “general’ 
case is in reality a special case, valid only under special conditions ani 
for a certain time. His theory is a special theory of employment for the 
case when the money illusion works." 

* Cf. Sumner H. Slichter, in Harris, op. cit.: “The fears which encourage the hoarding 
of cash may be partly fears of higher taxes, i.e., fears aroused by the deficit itself 
(p. 250). 

* There exists, in addition to the incorrectness of his factuai assumptions, a methodo- 
logical reason why Keynes’s theory cannot be considered a satisfactory analysis of ! 
stable equilibrium but only of frictional maladjustments: in an equilibrium analysis it § 


inadmissible to assume that some of the data, the prices of goods, yield to inflation 
whereas the others, the wages, interests, profits, remain rigid. Either everything or nothing 
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In the “general case,” the equilibrium which the economy attains 
through monetary manipulations is not real, definite, and stable, as 
Keynes claims, but at best transitory and dynamic. It yields to a real 
and stable equilibrium as soon as the supply schedules of the partici- 
pants in the economic process are adjusted to the changes brought about 
through the manipulation. 


V. Cyclical Versus Stabilized Unemployment 


In one special case Keynes’s scheme works: in the special case of the 
recovery phase of the business cycle after the liquidation of the pre- 
ceding boom. For here, indeed, ideal conditions prevail for the money 
illusion. Here the demands for interest are still influenced by the mem- 
ory of the low profits on capital during the depression. Here reduc- 
tions of real wage are not watched closely and, if recognized, not fol- 
lowed immediately by reactions because real wages have only recently 
risen through the deflation of prices. And the burden of government 
spending is not yet taken into account; first, because at the begin- 
ning the amounts spent are not substantial; and secondly, because the 
decision as to which class will have to foot the bill is deferred and every- 
one gambles on the hope that it is the other fellow who will have to 
pay. 

Consequently, monetary manipulations will be effective in shortening 
the transition period from a cyclical depression to recovery. Lowering 
interest rates below the prevailing market rates and governmental 
deficit spending are defensible, even advisable at this juncture.” But 
all this is nothing more than the discount policy, open market policy and 


§ fiscal policy recommended as a means of mitigating cyclical movements, 


long before Keynes, by almost every monetary business cycle theorist. 

Now there is no doubt that Keynes’s employment theory was con- 
ceived during and under the impression of such a cyclical pre-recovery 
and recovery period. This alone can explain his factual assumptions 
which are typical for such periods but entirely atypical for other 
periods. On the other hand, Lord Keynes certainly does not intend his 
theory to be merely a theory of fluctuations in employment during bus- 
iness cycles; these are treated as a special case toward the end of his 
work. He deals with the establishment of stable equilibria with larger 
employment, as distinct from the increase of employment during the 
dynamic process of the cycle. He means his theory to be, chiefly, a 


must | 


be considered as flexible. In the first case the quantity theory is valid; in the latter 


case we have a sort of regulated economy in which not economic but price- and wage- 


ws reign over the market. 

28 . i i 
I consider the refusal of the Briining government to follow a reflationary policy in 
‘he most important cause of the nazi victory. 
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theory of non-cyclical and thus stabilized, or, to use the European ey. 
pression, structural employment and unemployment;*” in short, ; 
general theory. And it is just and only as a general (not as a businey 
cycle) theory that it is original, challenging, and different from the 
classical. And it is at this point that a phenomenon that is tragic 


for economic theory and dangerous for practical economic policy arises: § 


what is really a theory of cyclical unemployment is formulated as ; 
theory of structural unemployment. And once formulated, it leads it 
own life, detached from its premises, and becomes the basis and justif. 
cation for policies concerning situations for which it is not valid, suc 
as unemployment caused by wages which are structurally too high. 

To this case Keynes’s scheme is not applicable.*° In other word: 
neither lowering interest rates nor government compensatory spendin 
is effective when unemployment prevails at a price tevel that is neither 
boom-inflated nor depression-deflated. The reason is simply that in this 
case the illusion effect does not work for any length of time and that 
the reaction period is therefore very short. 

If wages have become structurally too high, it is merely becaus 
labor had considered them really too low. Obviously in such a situation 
rising living costs through monetary manipulation will immediately 
lead to compensating, and if we may judge by experience, even to over 
compensating reactions. 

If interest rates are lowered in the case of structural unemploy- 
ment creditors revise their interest demands upwards. For there is no! 
the slightest reason why creditors should tolerate a redistribution «i 
income to their disadvantage through inflationary credit expansion fc 
any length of time. 

Government spending to compensate cyclical unemployment can kk 
stopped as soon as the special factors making for cyclical depression 
especially those of a psychological nature, are checked. Spending to 
compensate structural unemployment has to go on indefinitely. Other 
wise the level of effective demand would again be reduced and a defie: 
tionary process started, because private enterprise does not inves 
at the prevailing marginal efficiency of capital. 

If government spending goes on indefinitely and therefore represents 
an ever increasing burden on the community, the day must eventually 
come when it outlasts and outgrows the illusion effect, which is, by 


” For the distinction between structural and cyclical unemployment, cf. L. Albert Hahn 
Ist Arbeitslosigkeit unvermeidlich? (Berlin, 1930). The reader will find in this booklet: 
summary of the views on unemployment expressed in Europe during a discussion whic 
strikingly resembles the one going on at the present time in this country. 

” Accordingly, in the third edition of my Volkswirtschaftliche Theorie des Bankkrediti, 
the Interest Theory of Unemployment was developed as a cyclical theory. 
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1945 
its very nature, transitory and limited. Compensatory reactions are in- 
evitable 

It seems to be the tragedy of economic science that psychological 
phenomena like the money illusion become obsolete when they are 
discovered. If Lord Keynes has discovered the mechanism of lowering 


real wages through monetary manipulations, he has at the same time 


destroyed the working of the mechanism by drawing attention to it. 

Only in connection with a policy aiming to adjust, rather than 
compensate, structural maladjustments will government expenditure be 
useful in the post-war period. Contrary to a widely accepted opinion, 
there exists no automatic and mechanical parallelism of spending and 
creation of employment. Nor do “unexhausted resources” as such guar- 
antee that employment, and not prices, will rise in the wake of spend- 
ing. If this is not recognized in time, post-war planning, far from bring- 
ing about full employment, will delay it by creating the illusion that 
maladjustments need never be corrected. 


GOODE: CORPORATE INCOME TAX AND THE PRICE LEVEL 4] 


organ of the CIO Department of Research and Education, declared: 


sents 

ually 

3, by 

yklet a 

whd 

redit 

i 


THE CORPORATE INCOME TAX AND THE PRICE LEVEE; 


By RicHarp GOoopE* 


In the course of the current widespread discussions of the proper 
post-war réle of the corporation net income tax, it has been asserte 
repeatedly that the tax may often result in higher prices.’ Thi 
view is in direct conflict with the conclusion about the incidence of; 
net income tax which usually has been reached by economists. Sinc 
the effect of the corporate tax on prices has an important bearing 
an appraisal of this source of revenue, it becomes important to reé. 
amine the possible effects of the tax on the price level. 


x 
Many business men have long been inclined to argue that the ta “ 
on corporation profits is passed on to consumers in the form of highe roe 
prices. This opinion was expressed most succinctly by Mr. Enders a 
Vorhees, chairman of the finance committee of the U. S. Steel Cor ee 
poration, when he said: “Corporate taxes are simply costs. The method the 
of their assessment does not change this fact. Costs must be paid by oe 
the public in prices, and corporate taxes are thus in effect concealed of 
sales taxes.’ 
This opinion sometimes has found support also in labor circle ay 
Speaking particularly of the war situation, the Economic Outlool, te 
* The author is a fiscal analyst at the U. S. Bureau of the Budget. The opinions e 
pressed are his own and do not reflect in any way the official views of the Bureau of tk an 
Budget. 
*I am indebted to Gerhard Colm and J. Weldon Jones for reading an earlier draft of act 
this paper and making helpful criticisms and suggestions. tax 
* See for examples: Committee for Economic Development Research Committee, A Pos cel 
war Federal Tax Plan for High Employment (1944), p. 16; Beardsley Ruml and H. Chr bu 
Sonne, Fiscal and Monetary Policy (Washington, Nat. Planning Assoc., 1944), p. 1! ley 
Harold M. Groves, Production, Jobs and Taxes, Committee for Economic Development ev 
Research Study (New York, McGraw-Hill, 1944), pp. 23, 28, 72, 105. the 
* As reported by New York Times, October 10, 1943. On the other side of the Atlantic sto 
the Colwyn Committee encountered a similar belief about the British income tax on th pr 
part of business men in its investigation during the middle 1920’s. Report of the Committe : 
on National Debt and Taxation, 1927, Cmd. 2800, p. 108. However, at about the sam uo 
time in the United States the National Industrial Conference Board found from a qué 
tionnaire to the heads of the 10,000 largest corporations that more than three-fourths o ‘i 
the business executives who expressed a definite opinion on the subject did not believe reli 
that the corporate income tax (or the excess profits tax of World War I) resulted i 5 
higher prices. The Shifting and Effects of the Federal Corporation Income Tax, Vol. | Cu 
(New York, Nat. Industrial Conf. Board, 1928), pp. 153-54. Similar results were obtained an 
from a more recent but less extensive survey of business opinion. Effects of Taxes upon wa: 


Corporate Profits (New York, Nat. Industrial Conf. Board, 1943), p. 57. 
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organ of the CIO Department of Research and Education, declared: 
“Corporate taxes on profits are supposed to be borne by corporation 
owners. That supposition is almost certainly false. Corporations simply 
anticipate what their taxes will be and add them to the prices they 
charge—pass them on to consumers.’ 

After the First World War the then Secretary of the Treasury, Carter 
Glass, joined business groups and leading newspapers in attributing 
a major part of the increase in the cost of living to the excess profits 
te tax. He held that, “In many instances it [the excess profits tax] acts 


EL 


“e as a consumption tax, is added to the cost of production upon which 
ty profits are figured in determining prices, and has been, and will ée% 
* continue to be, a material factor in the increased cost of living. 
Policy Implications of Incidence 
x Some working hypothesis about the effect of the corporate income 
‘a tax on prices is essential for an economic analysis of its impact on 
she savings, consumption, investment, and national income. If corporations 
Y are able to pass along the whole tax, or a considerable part of it, to 
= consumers, the result will be to reduce savings much less and con- 
“* sumption much more than if the tax rests directly on corporations and 
ve their stockholders. Moreover, if the corporate tax is shifted its sig- 
ale nificance for investment is a secondary result of the initial reduction 
of consumption and consequent limitation of the market. If the tax 
se is not shifted its primary influence on investment may be sought in an 
‘ok appraisal of the effect which a lowering of the profit rate will have on 
incentives. 
$ th Also, the incidence of the corporate tax has an obvious bearing on 
des an evaluation of the equity of the tax. To the extent that consumers 
ite actually pay the corporate tax in the form of higher prices, the “double 
taxation” argument so often advanced against it is not admissible. For 
Pot. Hie certainly the corporation income tax cannot be at the same time a 
ps burden on consumers and a “double” tax on stockholders. If the tax 
a levied on profits actually falls on consumers, it may be charged with 
the same inequity as a sales tax but not with discriminating against 
nti, ie stockholders. If, on the other hand, the corporate tax comes out of 
tat profits and is not passed on to consumers, the issue of “double” taxa- 
— tion of dividend income must be faced. 
yues- 
s of ‘January 1944. This argument comes from an organization which has urged heavy 
lieve reliance on corporate taxes for war finance, while vehemently opposing a sales tax. 
di "Annual Report of the Secretary of the Treasury, 1919, pp. 23-24. See Kenneth J. 
a Curran, Excess Profits Taxation (Washington, Am. Counc. on Public Affairs, 1943), for 
va an interesting account of the debate about repeal of the excess profits tax aftér the last 


war. Much of the argument against the tax stressed its alleged upward pressure on prices. 
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This paper will restate briefly the basis in partial equilibrium eco. 
nomic analysis for the traditional conclusion that a tax on net profits 
does not affect prices, whatever the character of the market. Then it 
will consider how closely the federal corporation income tax corresponds 
to the tax on pure net profits usually treated by incidence theory. The 
shortcomings of extensions of the traditional type of incidence theory 
will be mentioned. Next the relation of variations in the level of aggre. 
gate demand to the possible effects on prices of the corporate tax will 
be discussed. 

It should be emphasized that the paper does not attempt a complete 
evaluation of the economic effects of the corporate income tax. Its aim 
is the more modest one of setting forth the considerations which will 
govern the price effects of the tax. This is an important preliminary 
to a more complete analysis. Before final judgment can be passed, the 
relative effects of the corporate tax and alternative sources of revenue 
on all the major determinants of the level of national income must be 
assessed. 

Traditional Theory of Incidence 


According to the traditional theory of incidence of taxation, a gen- 
eral tax on net profits has no effect on prices. For competitive industries 
this conclusion usually has been supported by reference to the sup- 
posedly crucial réle of the marginal firm. Competitive price, it is said, 


is determined by, or at least is equal to, the costs of the marginal firm, 
which makes no profit.* Because the marginal firm makes no profit it 
will pay no income tax, and its continued operation and output cannot 
be affected directly by such a tax. If the output of the marginal firm is 
not reduced, the output of supra-marginal firms and hence the total sup- 
ply will not be affected. Since all necessary returns to the factors of pro- 
duction are supposed to be embodied in the costs of the marginal firm, 
which is not touched by the profits tax, the tax paid by supra-marginal 
firms is held merely to reduce a differential surplus without restricting 
production. If there is no curtailment of supply, with a given demand 
there will be no increase in market price. Since only one price can 
prevail at any one time in a competitive market, profitable firms cannot 
raise their selling prices to cover the tax. 

To complete the traditional doctrine of incidence, it has been pointed 
out that a tax on net profits of a monopolist will not alter the ful 


* Careful statements have avoided the assertion that price is actually determined by the 
costs of the marginal firm. It has been held rather that the margin is a good place to 
study the operation of the forces of supply and demand which do determine price. See: 
Alfred Marshall, Principles of Economics (8th ed., London, Macmillan, 1938), pp. 410-11; 
D. H. Robertson, “The Colwyn Committee, the Income Tax and the Price Level,” Zcon 
Jour., Vol. XXXVII (1927), pp. 566-81. 
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nonopoly price. If a monopolist takes full advantage of his oppor- 

he will set his price so that, demand and cost considered, the 
excess of his total receipts over costs will be’maximized over time. The 
net profits tax will not affect costs, hence so long as demand remains 
unchanged the price which will yield the greatest profits will be the 
same with or without a profits tax. The monopolist will be forced by 
the tax to share his gains with the state; if he tries to pass on any part 
of his tax to his customers he will only make matters worse. 

Developments of price theory in connection with the theory of 
monopolistic or imperfect competition have not altered the basic con- 
clusions reached by the older writers as to the effect of the income tax 
on supply and price. However, analysis of the equilibrium of the firm 
with the aid of the modern tools of marginal revenue and marginal costs 
permits treatment of problems of competition, monopolistic competi- 
tion, and monopoly in the same framework. 

Output of each firm, regardless of the degree of competition or 
monopoly under which it operates, can be expected to be so determined 
S that marginal cost and marginal revenue are equated. Beyond a certain 
point successive units of output will add less and less to net revenue, 
but rationally managed firms will continue to enlarge output so long as 
additional units add any amount, however small, to net revenue. To 
produce less would be to forego an opportunity for net gain; to pro- 
duce more, to worsen the firm’s position. The supply produced by an 
industry is the aggregate of the outputs of all component firms. Supply 
so determined, along with demand, governs market price. This reason- 
ing is applicable equally to the short run and to the long run, with 
appropriate variations in the definitions of cost and profit. 

From this it follows that, in so far as producers are guided by ra- 
tional considerations, a tax on net profits, at any rate less than 100 
per cent, will not directly affect the volume of output. A tax on profits 
is not itself a cost of production in any usual sense, nor does it directly 
influence costs. The tax will reduce the amount which a firm can retain 
out of the profits added by successive increments of output; neverthe- 
less, any unit which adds to profits before taxes will also contribute 
something to profits after taxes. The last unit produced by each firm, 
its marginal unit, will add nothing to profits and nothing to taxes. Thus 
it will be advantageous for a firm to push production just as far with 
the tax as it would be if there were no tax. No firm will find the tax 
it pays a reason for changing its output. Hence the schedule showing 
the total supply which would be placed on the market by all firms in 
response to various prices will remain unchanged. So long as demand 
an as before, market price will not be altered. 

The conclusion that a general tax on true net profits will give no 
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firm an inducement for restricting its output or a rational basis fg, 
attempting to raise its prices is as valid as the price theory upon whic) 
it is based. The qualifications that must be attached to this theory of 
incidence are the same as the general qualifications of that price theory. 
So far as the actions of individual firms are concerned, most of thes 
qualifications are in some way statements of possible or necessary 
limitations of the assumption of rational business behavior. This is ng 
the place to explore systematically basic issues of price theory. Hoy. 
ever, two possible qualifications of the incidence theory should }y 
mentioned. 

Monopolists or quasi-monopolists do not always charge the ful 
monopoly price which they could exact. Failure to do so may be due 
to ignorance or to a certain kind of self-restraint. Monopolists may be 
content with what they consider “fair” profits (liberally construed, 
no doubt) and refrain from further price increases. Such a policy may 
have the rational basis of fear that exorbitant gains will arouse public 
indignation and perhaps attract the attention of regulatory bodies. It 
may happen that if the profits of such a firm are reduced by a ta 
management will be stimulated to reconsider its price policy and to 
raise prices toward the full monopoly level. It is almost impossible to 
assess the importance of this possibility. Little is known about actual 
price policy and the extent to which firms fail to ask all the trafic 
will bear. It is even harder to say how such firms are influenced by tar 
considerations. 

A second qualification of the incidence doctrine already discussed 
arises from the possibility that business men may regard a tax on net 
income as a cost of production. It may be argued that, regardless of 
whether the tax properly can be classified as a cost, the opinions oi 
business men on the subject will be decisive of business action. Wil 
it happen that substantially all firms will act in informal concert to 
raise prices to cover the corporate income tax? 

It is by no means certain that business men generally do think of 
the corporate income tax as a cost of production or, if they do 
consider it, that this opinion significantly influences their behavior. 
Comprehensive polls of business opinion on this are lacking, and even 
if available would be of doubtful reliability. In the past, accounting 
statements usually have not treated federal corporate income tax as a0 
operating expense but have shown “profit before income and profits 
taxes” and a separate deduction for income tax to arrive at “net profil 
after taxes.” However, there has been some tendency to modify this 
accounting treatment during the period of high wartime taxes.’ 


"Symposium, “What Are Income Taxes?” Jour. of Accountancy, Vol. 78 (1944), PP. 
303-07; William A. Paton, “Adaptation of the Income Statement to Present Conditions, 
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The conception of a tax measured by net profits as a cost, which can 
be included in price, presents some very considerable difficulties. The 
amount of the tax in the aggregate is never known until after the results 
of the operations of a fiscal period have been ascertained. In recent 
years not even the rate of tax to be paid has béen certain in advance. 
Managements determined to recover the tax by means of higher prices 
will be forced either to estimate in advance quantity of sales, costs, 
profits, and tax; or to try to recover currently the tax based on the 
operations of a previous period. Of course, it will be evident to any 
business man that increasing his prices will reduce the quantity he can 
sell and thus will affect unit costs. Moreover, if the tax on net profits 
is a cost it is indeed a strange kind of cost. It is a “cost” which rises 
with success but automatically disappears when operations are un- 
successful. 

Competitive conditions, it must be admitted, in only a relatively 
few industries are such that individual firms must be guided entirely 
by a single price impersonally established by market forces. Never- 
theless, if there is some possibility of exercise of judgment as to prices, 
the price policy of the individual firm is closely hedged about. Wherever 
fairly close substitute products exist and something less than pure 
competition prevails, business men will be restrained in raising their 
prices by uncertainty as to how their rivals will react to the tax 
and to a price increase. It is common knowledge that in many industries 
a considerable part of the total supply is produced each year by firms 
which make no profits and hence pay no tax. Among profitable firms 
the tax allocable to each unit of output will vary greatly depending on 
the profitability of the firm. If the profits tax is restricted to corpora- 
tions, additonal difficulties in the way of shifting arise. In trade and 
some other industries, corporate producers must face the serious 
rivalry of sole proprietorships and partnerships, not subject to the 
corporate income tax. Profitable corporations cannot raise their prices 
to cover the corporate income tax without risking loss of the market 
to their less successiul rivals, to unincorporated businesses, or to other 
corporations managed by business men who do not regard the tax as a 
cost. 

In considering the difficulties of marking up prices to try to cover 
a corporate income tax, it should be remembered that such behavior is 
in most cases irrational according to the standards of conventional 
economic theory. Quite aside from the danger of loss of the market 
to rivals and difficulties of forecasting, the effort to recoup the tax 


f Accountancy, Vol. 75 (1943), pp. 12-13. The case of public utilities is perhaps 
exceptional because of developments stemming from the Supreme Court decision in Gal- 
veston Electric Co. v. Galveston, 258 U. S. 388 at 399 (1921). 
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usually will be self-defeating. Imposition of an income tax gives the jp. 
dividual corporation no more control over the market than it formerly 
had. Higher prices can still be had only at the expense of fewer sales 
Except for the case of the monopolist who previously has chosen self. 
restraint to avoid regulation, the tax will give managers of an indi. 
vidual corporation a rational basis for raising prices only if they be. 
lieve that their rivals will be led by the tax (irrationally) also to raix 
prices. However, one likely result in such an event will be merely tj 
spread losses among several firms instead of concentrating them on on 
price-raiser. 

The possibility that business men may regard a tax on profits as; 
cost of production and attempt to raise prices to cover the tax appear 
to be no more than a possible qualification of a theory of incidence, the 
exception and not the general rule. To support a different- conclusion 
would be to presuppose a great degree of uniformity of thought and 
action by business men and the dominance of business decisions by non. 
rational considerations. It is difficult to say just how much importance 
should be attached to this qualification of the traditional incidence 
theory. A later section of this paper will argue that any widespread 
effort to pass on a general profits tax is unlikely to result in a per. 
manently higher price level. Nevertheless, such an attempt might have 
other important consequences for the economy. 

The traditional argument that a tax on true net profits has m 
direct effect on output or prices is simple. With the qualifications 4l- 
ready mentioned it is entirely convincing. Unfortunately the theory set- 
tles nothing about the effects of a particular tax. Before the conclu 
sion drawn from the general reasoning can be applied to an actual ta 
it must be determined that the tax is in fact on pure profits or economit 
surplus and not on elements of necessary cost. In considering this ques 
tion I shall focus attention on the federal corporation income tax (nor- 
mal tax and surtax) without reference to special problems associated 
with the excess profits tax or other forms of corporation taxes. More- 
over, my concern will be with the effects of the federal corporation tax 
in peacetime and not with conditions which may be peculiar to the war 
period. 


A Tax on Surplus or on Costs? 


The federal corporation income tax is imposed on “net income,’ 
which is defined as gross receipts from operations minus certain specified 
deductions. Both receipts and deductions may be accounted for in purely 
cash terms or on an accrual basis by conventional accounting methods. 
A great body of statutes, regulations, and court decisions rigidly defines 
the items to be included in receipts and deductions. The allowable de- 
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ductions are those conceived to be the “ordinary and necessary” ex- 
menses of acquiring the taxpayer’s income.* 

Superficially at least, corporate “net income,” as used by the authors 
of the tax statutes and regulations, corresponds closely to “net profit” 
or surplus in the language of the economists. For in economic terms, 
net profit is the surplus of a firm’s money receipts over its costs. Costs, 
in turn, are defined for the individual firm as the money payments re- 
quired to secure the services of the factors needed for any given volume 
of output. Tax-exempt income aside, the main source of possible di- 
vergence between the theoretical and the statutory concept of corporate 
net profit or income lies in the scope of deductions from gross income, 
or costs. If the legal and the economic definition of costs are identical, 
or if the legal definition is broader than the economic, the major as- 
sumption underlying the conclusion that a tax on profits does not di- 
rectly affect the volume of production is sustained. The federal corpora- 
tion income tax under these conditions will be in practice the levy 
on surplus treated in theory by the economists. 

A somewhat fuller inquiry into the nature of the concept of costs as 
used in economic theory and in tax law is required. This discussion 
may be conveniently, and conventionally, divided between the short 
run and the long run. The short run is technically defined in Viner’s 
language as a period “long enough to permit of variations in output 
through more or less intensive utilization of the relatively fixed ele- 
ments of a plant but not long enough to permit of any adjustment in 
the scale of the plant.”® In the long run, any desired change in scale 
of plant technologically possible may be made, and under competitive 
conditions new firms may emerge. 

Short run. The costs which are relevant for determination of output 
in the short run are direct costs—outlays which vary with the volume 
of current production. The tax law does permit deduction of all such 
short-run variable costs, and more, in arriving at net income. No ques- 
tion is likely to arise because all such costs are either contractual or can 
easily be made so. Even stockholders who directly manage small close 
corporations may be paid reasonable salaries, which will be allowed 
as a cost to the corporation. 
| Thus it appears that in the short run the tax definition of costs in 
the federal income tax law is broader than the economic delimitation 


* Internal Revenue Code, Sec. 23 (a) (1) (A). The definitions in the text ignore many 
subueties of tax law having to do with the distinction between income and return of 
Also omitted is the fact that for tax purposes certain types of receipts, ¢.g., 
: 1 tax-exempt securities, are excluded from gross income and hence never come 
within the purview of the tax. 
cod Viner, “Cost,” Encyclopaedia of the Social Sciences, Vol. IV (New York, Mac- 
huian, 1931), p. 469, 
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of necessary costs which determine output. Hence it follows that th ad 

tax is in fact a levy on surplus in the short period. In the short mp neal 
the tax itself gives no rationally managed firm an inducement to reduc TI 
its output. So long as demand remains unchanged, no other outpy of of 
will yield a greater profit net of income tax than that output which was is de 
most advantageous before the tax was imposed. This generalization  ¢ 
is valid whatever the degree of competition or monopoly. ace 

Long run. In the long run, when scale of plant may be adjusted, ant 
the distinction between fixed and variable costs disappears and 4] beari 
costs must be regarded as variable. The first point of inquiry in a study must 
of the effect of a tax on corporate profits on output and prices in the on pl 
long run is to determine whether proper allowance is made by the ta Fr 
law for all genuine costs of production. any 

It is sometimes argued that under conditions of perfect competition secur 
or wherever free entry of new competitors is possible, there will be tax 1 
no net profits or surplus above costs in the long run. Thus it is reasoned rent 
that any kind of tax imposed on an industry characterized by condi. long- 
tions of perfect competition will be shifted.*° However, such statements the o 
of general tendencies cast little light on the immediate practical prob- the it 
lems of the incidence of the corporate income tax. In few if any area as su 
can the possibility of entry of new firms be so confidently assumed be eq 
that all returns which persist can be safely classified as costs. Th 

Throughout the greater part of the economy, and especially in thos unins 
sections where corporations are most usual, something less than per- grave 
fect competition prevails. Producers are not continuously and compre. of lo 
hensively disciplined by the immediate threat of an oncoming horde oj perce 
new firms which will force them to produce without profit (or at least tiona 
with no more than “normal” profit), however much they may wisi not p 
to eschew that Spartan course. Nevertheless, even under conditions oppo: 
of monopolistic competition, some theorists hold that surpluses will be WI 
imputed to the scarce factors of production upon which the existence 0! count 
these surpluses depends, and profits will be reduced in the lox sider 
run to zero.” inves 

The corporate income tax, however, strikes an institutional retum quire 
which seems more widespread and more persistent than the temporary expec 
residuals left by the process of continuous readjustment and innove- The | 
tion in the economy. Does this institutional return, called “net profit’ expec 
by the accountants, consist entirely of some form of economic surplus— kind. 

Cf. Albert Meyers, Modern Economics, Elements and Problems (New York, Prentice be su 
Hall, 1941), pp. $42, 544. 24 

™ See Robert Triffin, Monopolistic Competition and General Equilibrium Theory (Caw- (1943) 
bridge, Harvard, 1941), chap. V. Taxati 
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rent or quasi-rent or “pure” profit—or does it include important ele- 
ments of cost? 

The federal corporation income tax allows deductions for direct costs 
of operation and also for recovery of capital assets. Interest, however, 
is deductible only if it is a contractual obligation, no imputed interest 
on equity capital being allowed as a cost. Nor is imputed rent on 
scarce factors of production owned by the taxable firm treated as a 
cost. Moreover, the tax law does not consider as a cost a reward for 
bearing of uninsurable risks. Upon the basis of these three omissions 
must rest the case for saying that the corporate tax is a tax not only 
on pure profits or surplus, but also on elements of necessary cost. 

From the point of view of a corporation as a going concern, with- 
out regard to the necessity of securing additional funds by sale of its 
securities to the public, the fact that the federal corporation income 
tax law does not allow as a cost imputed interest on equity capital or 
rent on scarce resources owned by the corporation should not have the 
long-run effect of reducing use of such capital or other resources. When 
the owning corporation uses its resources in its own business operations, 
the income from these resources becomes a part of profits and is taxable 
as such. Income derived from any alternative use of the assets would 
be equally taxable to the owning firm. 

The failure of the tax law to make a cost allowance for bearing 
uninsurable risks may be more serious. As Lerner and Domar and Mus- 
grave have demonstrated, if an adequate allowance for deductions 
of losses from taxable income (current, future or past), is made, the 
percentage return on the net amount at risk is not reduced by a propor- 
tionate income tax.”* In the past the federal corporate income tax has 
not permitted a full allowance for loss offsets because of the restricted 
opportunities for carrying forward losses. 

When the necessity of financing from outside sources is taken into ac- 
count the effect of the corporation tax on sale of securities must be con- 
sidered. The prospect of some minimum return is necessary to induce 
investors to purchase securities. In so far as outside financing is re- 
quired, such a minimum return, or at least conditions which lead to its 
expectation, may be regarded as a necessary cost of doing business. 
The liquidity preference rate of individuals sets a lower limit to the 
expected return necessary to induce them to buy securities of any 
kind. Moreover, the prospective rewards from ownership of stock must 
be sufficient to compensate investors for the risk of loss of their prin- 

“A. P. Lerner, “Functional Finance and the Federal Debt,” Social Research, Vol. 10 


ta Pp. 45-46; Evsey D. Domar and Richard A. Musgrave, “Proportional Income 
axation and Risk Taking,” Quart. Jour. Econ., Vol. LVIII (1944), pp. 388-422. 
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cipal. Since under present law, capital losses on securities are deduct. 
ible from other kinds of income only to a limited extent, while dividends 
are fully taxable at graduated rates, the government does not share 
the risks incident to purchases of securities to the same extent it does 
the risks of real investment by corporations. To the degree that the 
corporate income tax cuts into the necessary minimum return it will 
reduce the amount of securities which can be sold under any given 
circumstances. This in turn will limit the capital available to cor. 
porations and may also limit output under certain conditions. The lim. 
itations of capital may involve either absolute inability to sell an ade. 
quate volume of securities or a worsening of the terms on which securi- 
ties can be sold. The importance of the effect of the tax on the securi- 
ties market in any given period will depend on the requirements for 
capital from new security issues as compared with funds from interna] 
sources. In the abstract, the direct qualitative influence of the tax 
is clearly to limit output and, according to usual reasoning, to increase 
prices. 

When an effort is made to assess the quantitative importance of such 
considerations on production and prices, the difficulty of applying the 
traditional type of incidence theory to the long run becomes apparent. 
For the short run the traditional type of theory argues persuasively 
enough that the corporate net income tax does not in general exert an 
upward pressure on prices. For the long run, application of the same 
type of reasoning suggests that to some extent the tax may restrict in- 
vestment and output and thus raise prices. However, even over long 
periods, there is no basis in this theory for saying that all or a major 
part of the tax has such an influence. Furthermore, a simple conclusion 
about the price effects of the tax operating through the investment vari- 
able is not possible. The quantity of investment is so significant and the 
effects of variations in its level so destructive of the assumptions behind 
the conventional incidence theory as to preclude disposing of the long- 
run effects of the corporate income tax by a tidy deduction running 
from a restriction of investment to a restriction of output and thence 
to higher prices. To determine the effect of the corporate tax on output 
requires a study of the impact of the tax on potential consumption and 
saving as well as on investment. These effects must be compared with 
those of alternative sources of revenue and of borrowing. Moreover, the 
uses to which the government puts the funds it collects cannot be ig- 
nored. Finally, the consequences of changes in the aggregate volume 
of output are likely to result in effects on prices that are the opposite 


of those usually assumed by extension of the traditional type of in- 
cidence theory. 


1945] 


The 1 
those ef 
through 
sequent 
theory, 
an exal 
of fixed 
This in 
also col 
eral chz 
of a ta 
relative 
cannot 
section 
It is pl 
vestmel 
into ac 
employ 

The 
Americ. 
put car 
all goo 
private 
larger 
throug! 

Anal 
corporé 
type of 
broader 
evidenc 
probler 
sales 

The 
using grc 
partment 
accountec 
major in 


estimate. 
Monogra 

* This 
of the C 
G. Brow 
Vol. XL 


1045] GOODE: CORPORATE INCOME TAX AND THE PRICE LEVEL 51 


Aggregate Demand and the Theory of Incidence 


The traditional type of incidence theory cannot deal adequately with 
those effects of the corporate income tax which are supposed to operate 
through changes in investment. This inadequacy is a necessary con- 
sequence of the fundamental characteristics of the theory. Incidence 
theory, as developed by the classicists and their successors, is actually 
an examination of the effect of a tax on supply. On the assumption 
of fixed demand and factor costs, this permits conclusions about price. 
This incidence theory implicitly assumes not only full employment but 
also constant aggregate demand. It is legitimate to abstract from gen- 
eral changes in employment and demand when studying the price effects 
of a tax on a particular commodity or on incomes derived from one 
relatively minor industry or occupation. However, such abstractions 
cannot legitimately be extended to a tax which covers as important a 
section of the economy as does the federal corporation income tax. 
t is plainly inconsistent to argue that the corporate tax restricts in- 
vestment and then to deduce from this effects on prices without taking 
into account the almost inevitable impact of reduced investment on 
employment and aggregate income and demand. 

The corporation is of such dominant importance in the present-day 
American economy that fluctuations in corporate investment and out- 
put cannot but have the most far-reaching effects. About two-thirds of 
all goods and services produced in the country in recent years by 
private enterprise have originated in the corporate sphere. An even 
larger percentage of total nonagricultural production is carried on 
through the corporate mechanism.” 

Analysis of the effects of taxes of wide coverage, such as the federal 
corporation income tax, requires more than extension of the traditional 
type of incidence theory. Occasional,recognition of the necessity of a 
broader theoretical framework for the study of a general tax has been 
evidenced by a few applications of the quantity theory of money to the 
problem of the incidence of a general income tax and of a general 
sales or output tax.** Thus it is reasoned, on the logic of the familiar 

*The generalizations in the text are based on estimates made by the present author, 
using gross national product, national income, and related data as estimated by the De- 


partment of Commerce. The estimates assume that corporations in recent years have 
accounted for the same percentage of the net national income originating in each of the 


estimate. See: Martin Taitel, Profits, Productive Activities and New Investment (T.N.E.C. 
Monograph No. 12, Washington, Government Printing Office, 1941), p. 143. 

he This approach to the incidence of a general income tax was suggested by the minority 
f the Colwyn Committee, Report, p. 379; and to a general sales or output tax by Harry 
G. Brown, “The Incidence of a General Output or a General Sales Tax,” Jour. Pol. Econ., 
Vol. XLVIT (1939), pp. 254-62. 


. 
major industrial divisions as they did in 1929, according to a Department of Commerce 
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MobeELs (ex ante) SHOWING PossIBLE Errects oF CorPORATE INCOME Tax 


ductior 
Incomes | Expendi- quantit 
Disposable} tures with ot 
Economic Group from Gross| for Gross | Saving Invest. ment, | 
National | National ment 1 pri 
Product | Product and p 
the cor 
I. Before Corporate Tax Is Imposed money 
Consumers 140 120 20 0 
Business 10> 304 10 30 
Government 30° 30 0 0 
Total 180 180 30 30 Vari 
and de 
II. After Corporate Tax Is Imposed made ¢ 
A. Investment Decreases as Direct Result of he tab 
Tax the ta 
1. Consumers 134* 114 20 0 gross nl 
Business gb 264 8 26 —befo! 
Government a develor 
Total 180 178 28 26 show 0 
in cons 
2. Consumers 116 18 0 
Business gb 264 8 6 gov erm 
Government 38° 38 0 0 are 1gn 
Total 180 180 26 26 (after 
3. Consumers 134 118 16 0 is assu 
Business 8> 264 8 26 and se 
Total 180 182 24 26 velopm 
of anal 
B. No Direct Effect on Investment sumpti 
1. Consumers 134 116 18 0 . 4 
Business gb 304 8 30 sidered 
Government 38° 38 0 0 financil 
Total 130 184 26 | 30 debt. 
The 
2. Consumers 20 the ass 
Business 10 3 10 . 7 
Government 3Re 38 0 0 mediat 
Total 180 180 30 30 a rise 
* After personal taxes. theory. 
C rross business saving—retained profits and reserves. of deve 
° Tax and nontax revenues. ffect 
4 Gross investment. 
In 
equation of exchange, that if a general tax does not bring about a de- and to 
cline in production, prices can rise only if the quantity and/or velocity their di 
of circulation of money increases. Similarly, if the tax does cause a tt by a re 
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duction in the physical volume of output, prices will rise only if the 
quantity and velocity of circulation do not decrease proportionately 
with output. The quantity and frequency of use of the means of pay- 
ment, however, are a reflection of the total of money incomes, public 
and private. The most direct approach to a study of the price effects of 
the corporate income tax is through an analysis of changes in aggregate 


money income and demand. 


Effects on Consumption, Saving and Investment 


Various possible influences of the corporate tax on aggregate income 
and demand and their implications for the price level can perhaps be 
made clearer by a set of simplified models. The models depicted in 
the table show one assumed allocation of incomes and expenditures for 
gross national product—including consumption, savings and investment 

-before imposition of a corporate income tax, and several alternative 
developments which might follow imposition of the tax. The models 
show only the primary effects of the tax in ex ante terms and are stated 
in constant prices. For simplicity, it is assumed throughout that the 
government’s budget is balanced, and government transfer payments 
are ignored. No account is taken of lags between accrual and payment 
of the tax, and the additional net revenue from the corporate tax 
(after allowance for its effect on the yield of individual income tax) 
is assumed to be spent immediately by the government for goods 
and services. A corollary of these assumptions is that the govern- 
ment’s policy is passive—that it does nothing to reverse economic de- 
velopments before they are well under way. The same general type 
of analysis could be applied without reliance on these simplifying as- 
sumptions. For example, the effects of the corporate tax could be con- 
sidered on the assumption that the revenue is used to replace deficit 
financing or some other source of revenue or to reduce the public 
debt. 

The models shown under Section II, A, of the table are based on 
the assumption that imposition of the tax on corporate profits is im- 
mediately followed by a reduction in investment. This assumption, as 
already pointed out, is the basis of the conclusion that the tax causes 
a rise in prices, which can be reached by extension of the traditional 
theory. The two models under Section II, B, illustrate possible types 
of developments on the assumption that the corporate tax has no direct 
elect on investment. 

In Model II, A, 1, individuals are assumed to maintain their savings 
and to reduce their consumption by the full amount of the decrease in 
their dividend income, the fall of dividends being somewhat cushioned 


by a reduction in corporate savings. The net result is that planned ex- 


GOODE: CORPORATE INCOME TAX AND THE PRICE LEVEL 55 


54 THE AMERICAN ECONOMIC REVIEW [ MARcE 


1945] 
penditures fall short of the level expected before the tax, and plannej 


ssu 
savings exceed planned investment. The model illustrates a deflationary 7 - po 
situation. The imbalance between production and aggregate demanj MMMyion th 
ex ante and between savings and investment ex ante means that a cum. : adivid 
lative decline in money incomes will begin. This decline will continy ment, ¢ 
until equilibrium is achieved at some new, lower level of money incom HMM or pri 
and demand. The process of adjustment will probably include both, Hand in 
decline in employment and real output and a fall in prices. If the coy. tax car 
porate tax has the unfavorable consequences assumed in Model II, A | HB pjans 
—that is, if it decreases planned investment more than it decreas amoun 


planned saving—it is likely to depress prices, not to increase them, It is 
If, however, the tax brings about as large a decrease in planned say. most © 
ings (individual and corporate) as in planned investment, there is n The n 
disturbance of the level of money income. This is illustrated in Modd Hence 
II, A, 2, in which individuals are assumed to reduce both their say. the eff 
ings and consumption, and corporations both their savings and inves. that tk 
ment. In such a situation there is no reason for expecting any change in would 
employment and real output or in prices to flow directly from the tax, effects 
So long as business and consumers follow their new savings habits, equi- invest! 
librium will be maintained with a lower level of investment. The lower The 
level of real investment may ultimately be reflected in smaller real out- the po 
put of finished goods and services. However, this decline in real output someti 
will result in smaller money incomes and need not be the occasion oj equilit 
a rising price level. Thus, in the framework of the assumption of passive that © 
government policy and a balanced budget, Model II, A, 2—like II, A quasi- 
1—provides no basis for predicting a rise in the general price level. If prices 
the government should incur a deficit and adopt some device for main- profits 
taining money incomes, it would either stimulate more investment and of tax 
real production or raise the price level. tax. \ 
If, as a result of the corporate tax, savings planned by business and a con 
individuals out of given money incomes decline more than investment great 
declines, the tax will have an expansionary effect. This possibility is To 
illustrated by Model II, A, 3, where ex ante investment exceeds savings. the ta 
The result will be a cumulative increase in money incomes. In general, i of an 
the prior equilibrium has been at a level below full employment, en- wages 
ployment and real national output can be expected to rise. If the prior tainec 
equilibrium has been at full employment or near it, prices will rise a financ 
a result of the increase in money incomes. Actually, such a simple dis willin 
tinction between the two situations is unrealistic. Prices are likely 10 vestin 
rise at least moderately with any substantial expansion of money it- prices 
comes because of bottlenecks and increases in costs likely to be et Increé 
countered in expanding production. Here at last is a case in which the opera 
corporate tax might legitimately be assumed both to restrict invest- to fin 
ment and to stimulate a price rise. MPO: 
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Assuming the corporate tax has no direct effect on investment plans, 
it is possible to apply reasoning analogous to that used on the assump- 
n that the tax decreases planned investment. If either businesses or 
‘ndividuals plan to save less, while businesses plan to maintain invest- 
ment, the result will be expansionary (see Model II, B, 1). Real output 
or prices or both will rise. On the assumption of stable investment 

and immediate government spending of the proceeds of the tax, the 
tax can fail to be expansionary only if consumers maintain their savings 
plans (in term of absolute dollars) and cut consumption by the full 
amount of the decrease in their dividend incomes (see Model II, B, 2). 

It is not possible to say with any confidence which of the five models 
most nearly represents the actual effects of the corporate income tax. 
The nature of the investment decision is largely an imponderable. 
Hence, different observers will draw widely varying conclusions about 
the effects of the tax on investment plans. It can be confidently asserted 
that the corporate tax is paid with funds of which a considerable share 
would otherwise be saved. To the extent that this is true, the depressing 
effects on aggregate money income arising from a reduction in planned 
investment caused by the tax will be partly or wholly offset. 

There remains the problem of applying the income-flow analysis to 
the possible effects of more or less arbitrary price mark-ups, which are 
sometimes asserted to result from the corporate tax. In discussing the 
equilibrium of the firm and the corporate tax, I have already indicated 
that only im the case of the previously self-restrained monopolist or 
quasi-monopolist, is there a rational basis for attempting to increase 
prices to recover a part of a tax on profits. This is true so long as 
profits are so defined for tax purposes that all short-run costs are free 
of tax, which seems to be the case under the federal corporate income 
tax. Much more evidence than is now available is required to support 
a contention that business men in any substantial numbers or to any 
great extent try to raise prices to cover the income tax. 

To the extent that prices are arbitrarily raised in an effort to recoup 
the tax on profits, the economic consequences will be similar to those 
of any other arbitrary price increase not accompanied by increased 
wages or other disbursements to consumers. The price rise can be main- 
tained only if some group—consumers, business, or government—will 
finance it by saving less and spending more. The likely result of such a 
willingness would be that planned savings would fall below planned in- 
vestment, and an expansionary situation would ensue. In consequence, 
rices would rise still further or employment and real output would 
increase, depending on whether the economy had previously been 
operating at full capacity. If, on the other hand, no group is willing 
to finance the attempted price increase by drawing on savings, it will be 
impossible to maintain both the higher prices and the previous volume 
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of real production. The familiar deflationary spiral will begin to Op. 
erate, and it will carry downward money incomes, employment, rey 
production, end prices. 

It appears that the corporate income tax is likely to bring about a 
increase in the price level only if the net effect of the tax is expan. 
sionary. If the tax is expansionary it will increase money income 
and this will lead to higher prices or greater production or both. By 
the conditions which seem to be implicit in the usual type of case in 
support of the opinion that the tax raises prices are precursors of de. 
flation and a decline—not an increase—in the average level of prices 


_ The Corporate Tax and Wage Rates 


This whole discussion has concerned the possible effect of the cor. 
poration income tax on commodity prices. Another interesting and 
perhaps more difficult question relates to the effect of the tax on wages, 
In highly unionized industries where near-monopolist suppliers of labor 
(unions) bargain in many cases with quasi-monopolist purchaser 
(large employers), the conditions that finally determine the wage con- 
tract are difficult even to enumerate, much less to evaluate. It may wel 
be that one of the factors which influence wage demands by unions 
is the level of their employers’ profits after taxes. Profits after taxes 
may have an even more significant bearing on public opinion as to the 
merit of wage demands and on the decisions of public arbitration or 
mediation bodies. 

Nevertheless, wage demands appear usually to be related more close. 
ly to the general state of the labor market and the exigencies of organiz- 
ing campaigns than to profits. There is no basis for assuming arbitrarily 
that any large portion of a reduction in the corporate income tax in 
the post-war period would find its way into the pay envelopes oi 
workers.’ More particularly, it is not reasonable to assume that the 
funds released by a reduction in the corporate income tax would be 
divided among workers, dividend recipients, and consumers. If lower 
corporate taxes do bring higher wages, there is ample reason for be- 


that 
spent 
may 

whicl 
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lieving that a major part of the wage increase will be reflected in higher taxes 
prices. For wages, unlike the corporate income tax, are a direct cost than 
of production in the short run. The wage bill is the major constituent expel 
of costs which are typically subject to mark-up in determining price TI 
policy. the c 

This conclusion is supported by the remarkable stability of the level 
past relationship between gross income produced in private busines a tax 
and salaries and wages paid by private business. The tentative cot- oot 

* “Transition to Peace,” Fortune, Vol. XXIX (1944), p. 184, offers an example o yt 


such an entirely arbitrary assumption. 
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jysion reached, paradoxical as it may seem from the point of view 
‘ the neo-diffusionist school, is that to the extent to which it stimulates 
vage increases, a reduction in the corporate tax will mean higher in- 


tead of lower prices. 
Conclusion 


Analysis on the basis of the equilibrium of the individual firm argues 
strongly that in the short run the corporation income tax will give 
» direct inducement to changes in output or price, whether under 
onditions of competition, monopolistic competition, or monopoly. For 
the long run the case is less clear. The federal corporation income 
tax fails to allow deductions for some long-run costs. Extension of the 
traditional type of incidence theory would lead to the inference that 
the tax in the long run will restrict supply and raise prices. However, 
for dealing with a tax such as that on all corporate profits, this theory 
suffers from the fatal weakness of being founded on the implicit as- 
sumption of fixed demand. 

When variations in aggregate demand and the indirect effects of 
the tax and government expenditure of the proceeds are taken into 
account, it is reasonable to conclude that the corporate tax results in 
higher prices only if its influence is on balance expansionary. By “ex- 
pansionary influence” is meant a stimulus to aggregate money incomes. 
Generally speaking, an increase in money incomes and the accompany- 
ing rise in aggregate demand will be associated in periods of less than 
full use of resources with increases in employment and real income 
and to some extent prices, and in periods of near-capacity operation 
of the economy mainly with an increase in prices. It is highly unlikely 
that the corporation tax will be expansionary in comparison with deficit 
spending. The tax and government spending of the proceeds, however, 
may prove expansionary as compared with a government program 
which omits both the tax and the expenditures which it finances. More- 
over, it is quite possible that the corporation tax will be relatively 
less deflationary (and in a sense more expansionary) than many other 
taxes. Thus, use of the corporate tax may mean a higher price level 
han some other means of financing or than lower public revenues and 
expenditures. 

This is the correct sense in which any tax as general in coverage as 
the corporation income tax may be said to bring about a higher price 
level. It is, of course, not what is usually meant by an assertion that 
a tax is “shifted” in the form of higher prices. Neither this conclusion 
nor the process by which it is reached offers any support for the now 
popular supposition that the tax on profits is in some way recovered 
by the corporation from its customers in the form of higher prices. 
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For policy it is important that to the extent to which the corpora 
tax is expansionary and does raise the price level, it is relatively , 
“good” tax, under all except boom conditions. The same is true of aj 


taxes of very wide coverage. 


A closer analysis of the possible economic consequences of the cor. 
poration income tax might lead critics of the tax to be more careful t, 
avoid incompatible arguments of the type often advanced of late 
Specifically, it is not probable that the tax simultaneously restricts jp. 
vestment, raises prices, and depresses wages; nor is it likely that re. 
duction or elimination of the tax would simultaneously stimulate inves. 


ment, reduce prices, and raise wages. 
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FORECASTING THE NATIONAL PRODUCT 


By STANLEY LEBERGOTT* 


Building upon the excellent studies of national income which have 
appeared in recent years, the present paper attempts to develop a 
method of forecasting gross national product under peacetime condi- 
tions which do not differ markedly from those prevailing during the 
1921-1941 period. The primary analytic conclusion indicates a critical 
réle for profits in the determination of gross product. The primary 
statistical conclusion (embodied in two estimating equations) is that 
gross national product values for the period between wars can be closely 
approximated by the use of a weighted and led series on profits in 
conjunction with a weighted concurrent series for federal expenditures 
(cf. Fig. 1). The gross product series employed is given in the table, 
and its derivation discussed in the Appendix. 

For convenience in presentation the paper has been divided into six 
sections: 

I. Examination of the statistical relationships between outlays for 
construction and for producers’ durables on the one hand and 
gross national product on the other, to determine whether fore- 
casting by means of investment factors is feasible. 

II. Consideration of alternate studies, such as those of Kalecki, 
Mack and others. 

III. Description of the model for national economic activity which 
is implicit in the statistical analysis. 

IV. Computation of the estimating equations and their component 
series. 

V. Consideration of such alternate factors as farm income, federal 
debt and others which proved to be unnecessary or detrimental 
variates. 

VI. Summary. 


I 


The primary conclusion reached from an analysis of how private 
investment and GNP,-—the series on gross national product used in the 
* The author, who is an associate economist in the Bureau of Labor Statistics, is indebted 
the generous and manifold courtesies of Mr. Evsey Domar of the Federal Reserve 

Mr. George Jaszi of the Department of Commerce; and to Mr. George Schumm 

tment of Labor’s Division of Construction and Public Employment for data 
anual construction activity. The views Mr. Lebergott expresses are his own and 

irily reflect those of the Bureau of Labor Statistics. 
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present study—were related was that, by and large, construction anj 
producers’ durables outlays varied continuously and concurrently with 
gross product’ The nature of the relationship is indicated by Figure ? 
where semi-annual private investment in these items (other than rei. 
dential construction) is graphed against corresponding values for gross 
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product. The relationship is reasonably uniform and unequivocal, the The 
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Fig. 1. Gross national product, actual and computed, 1922-1941. “ 
correlation for the 1921-32 period being .90, and for the 1932-4 
period, .97.? The patterns of relatedness which lie behind these correla =r 
tions can be discussed under three headings: (1) private construction bal ie 
* The semi-annual construction data are based on the application of expenditure pattems 
similar in nature to those developed in the N.R.P.B. study on The Economic Effects 0 
the Federal Public Works Expenditures, 1933-1938. They are believed to be superior to apparen 


nterpolations based on Dodge data, such as Barger’s, since those reports are subject to half vea 
dias in year-end reporting and since they do not bear a constant relationship to expenditur one ‘“ t] 
as Barger’s procedure assumes. Quarterly data for producers’ durables are taken from . 
estimates of Harold Barger’s Outlay and Income in the United States, 1921-1938 (1942 nN nonre 
and from two publications of the Department of Commerce: Milton Gilbert and Georg tionship 
Jaszi, “National Income and National Product in 1942,” Survey of Current Busines ment-pri 
March, 1943; George Jaszi, “National Product and Income in the First Half of 195, : 
Survey, August, 1943. Practically identical figures are given in the revised estimates 
Milton Gilbert and George Jaszi, “National Income and National Product in 194i, " Appare: 
Survey, April, 1944. No investment items other than these two and imports were col Variation j 
sidered, since other offsets to saving are at least as much functions of product as vice vers coed 
ame difhic 


* All correlations are given as adjusted for size of sample. 
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other than residential; (2) private residential construction; and (3) 
private investment in producers’ durable goods. 


Private Construction other than Residential 


The major components of this category—public utility, farm and 
nonresidential—were each graphed against gross national product for 
concurrent and various lagged periods. The most efficient linkage was 
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Fig. 2. Relationship between gross national product and private investment 
in producers’ durables and nonresidential construction, 1921-1941. 


apparently that between construction and gross product for the same 
half year, with one relationship peculiar to the 1920-32 period, and 
one to the 1932-41 period. The absence of any lag between investment 
in nonresidential construction and product, and the difference in rela- 
tionship between the periods tend to make forecasting’ based on invest- 
ment-product relationships unsatisfactory.’ 


= Apparently the function is one which varies through time, and until the principle of 
ae mn is estal blished we shall not know whether to forecast a product based on the 
s 2 mae stment-product relationship, the 1932-41 relationship or a tertium quid. The 
same diffic ulty appears in connection with the use of expenditures for producers’ durables. 
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Private Residential Construction The 1 


The fact that expenditures for residential construction tend to fore. pf resid 
cast future levels of business activity has been known to scholars anj measure 
Wall Street operators alike, but neither the nature nor extent of th nnd the 
lead has been determined with any precision.* A study of the Nation houses 
Bureau discerns an average lead of Dodge contract data of four months hrough 
on cyclical turning points, with this lead obscured by erratic mova Hata for 
ments and frequent reversals of direction.’ Since a four-month lead js built we 
merely a month longer than the lead of the F.R.B. index on the cyclicg ore.” 


revival, it is clearly of little value for intermediate-term forecasting bracket 
In the present instance the relationships were examined anew, using Mend tho 
not only the annual data as revised in 1943, but semi-annual data pro. pattern 
vided by the Division of Construction and Public Employment of th housing 
Bureau of Labor Statistics. Various weightings, leads and lags wer ay be 
attempted, the neatest of which proved to be a simple relationship Mimpead of 
between semi-annual residential construction for a given period an eo" 
roduce 


semi-annual gross product a year following. The correlations for the 
1920-32, and 1932-41 periods were .91 and .89° Any explanation of 
these figures—and particularly of this extensive lag—is made difficul 
not alone by the complexity of the problem but also by the extensive ani 
inconclusive body of exegetical comment.’ One study links housing 
construction and gross national product for current periods, gathering 
the residuals into a semi-autonomous housing cycle.* Others concentrate 
on the dynamics of the housing cycle, tying construction not to gros 
product but to a nexus of factors, many of which are related to gross 
product.*® One careful and expert study finds that a concurrent rel: 
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tionship between the level of construction and the level of stock prices The | 
exists, either because of forces common to both, or because of forces nfluenc 
which act through speculation in stock equities upon speculation in terly fig 
building equities.’ ndicate: 
‘Forecasting Business,” Fortune (October, 1938), p. 108. Wesley C. Mitchell ani 

Arthur F. Burns, “Statistical Indicators of Cyclical Revivals,” Bull. 69, National Burea “The c 

of Economic Research (May 28, 1938). 5 
* Mitchell and Burns, op. cit., pp. 8-9. 2 Peter | 
*As a matter of interest, a half-year lead was likewise employed. The correlation for cter of m 
the earlier period was virtually identical; that for the later dropped to .73. The use of actors in 
annual data with varying leads gave similar results. i merican ] 
"Cf. the detailed study of J. B. D. Derksen, “Long Cycles in Residential Building: An Using 
Explanation,” Econometrica, Vol. 8 (April, 1940), and the earlier work of Roos, Tinberges, lurable go 
Chawner et al. D6 and .96 
* Mordecai Ezekiel, “Statistical Investigations of Saving, Consumption, and Investment,’ As a ma 


Am. Econ. Rev., Vol. XXXII, No. 2 (June, 1942), pp. 286-88. 
* Thus both the ratio of family income to the annual cost of ownership and the index 0! 
rents which Chawner and Derksen use are related to current product. 
* Clarence D. Long, Jr., Building Cycles and The Theory of Investment (1940), p. 1!4 
Cf. chap. VI, passim and pp. 45-46 for a careful and sensible discussion of this relationship. 
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The rationale of the present analysis implies that the extensive lead 
»f residential construction on gross national product arises in no small 
veasure from the relationship between residential construction activity 
ond the current level of profits." A large and variable portion of the 
ouses constructed each year are destined—directly or eventually 

speculative construction—for upper income groups: F.H.A. 
1938, for example, tend to indicate that a third of the homes 


sore.? However, the economic well-being of families in that income 
racket is intimately linked with the varying fortunes of profit receipt 


attern of contingencies, therefore, although it will explain neither the 

g cycle, the nature of demand for residences or alternate matters, 
ay be of some assistance in determining the causes for the extensive 
ead of residential construction on gross product. 


P,oducers’ Durable Goods 


Volatile as the course of expenditures on producers’ durable goods 
ay seem, the pattern of these expenditures has tended to parallel 
hat of the gross national product. The relationships between these 
eries are reticular and intertwined; the chain of causation extends 
rom one to the other and back again. When prosperity is a tacit as- 
umption in the thinking of entrepreneurs, when optimisms flourish, 
hen orders for capital equipment tend to follow suit. Conversely, the 
higher the levels of employment and expenditure in the capital goods 

ndustries, the higher gross national product will tend to be. 
The present data are not adapted to determining which of these 
influences may be dominant. They can only suggest that when quar- 
tly figures are used, so intimate and concurrent a relationship is 
that any lag or lead, if present, is not more extensive than 


s for the two periods—at best no more than suggestive—are .92 and 


», Towards More Housing (1940), p. 24. For emphasis on the luxury char- 

idential construction, see J. M. Clark’s old but still invaluable Strategic 

Business Cycle (1934), p. 38, as well as the Twentieth Century Fund’s 
1944), Tables 17 and 36. 

for the first quarter of each year, 1922-1941, the correlation between 

nd product is .96. For the succeeding quarters the correlations are .97, 


nterest, public construction was likewise considered. With the exception 
ruction a concurrent variation was indicated. Highway construction fol- 
something over a year, presumably because expenditure for this 

1 function of receipts, while receipts—primarily from property and sales 
tuate with business conditions of an earlier period. This, together with 
idget preparation and actual disbursement, may perhaps explain the rather 
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Aggregate Investment 


Because of the lack of conclusive results from the analysis, of th 
investment variables which are at once the most significant and appar. 
ently most independent variables, it is not clear how logically satisfap. 
tory any techniques would be which attempted to infer an estimate ¢ 
gross national product from an estimate of investment. 

More or less explicit in the previous discussion is the view thy 
investment is considerably less of an independent than a dependey 
variable which, like product itself, tends in great measure to be a fune. 
tion of profits. Problems of the multiplier, of the interrelations betwem 
multiplier and acceleration principles, are not relevant here. No attemy 
is made to decide any of them. What is asserted is that on the basis 9 
available evidence investment does not lead gross national product by 
varies with it—both being functions of profit takings in a prior perio 
and of federal expenditures in the years when such expenditures ay 
sizable. (Private investment in producers’ durables and in constructin 
other than residential correlates with current product in the order ¢ 
.97 over the entire period.’*) To estimate the level of product from; 
guess as to the level of investment is, in effect, to deduce one dependent 
variable from another—both linked because of their mutual dependence 
on a third variable. 

In a full-employment society we might find the linkage so tight tha 
investment and gross product would move exactly together. But cer 
tainly such a relationship does not exist in our present economic order 
Some forms of investment—in residences, for example—tend to antic: 
pate gross national product. Other forms—nonresidential construction 
and producers’ durables—tend to vary with product. In an economy 
where major concerns can operate with a break-even point of 50 per 
cent of capacity, and where something in the order of a fifth of ow 
facilities were idle even in 1929, it is clear that payrolls, shipments and 
materials expenditures can all swiftly rise without any proportionate 
rise in facilities investment. Furthermore, the definition of investment 
which seeks to sort out factors having characteristically greater mult: 
plier or acceleration effects includes, for example, the value of office 
machinery which totaled some 250 millions at final cost to user in 1941, 
but excludes the value of passenger cars—a sum ten times as great. The 
reason cannot be because the passenger car industry requires fewer 
punch presses, lathes or machine tools. Nor can it be because of mort 
modest demands for construction, coal and steel, or for development 0i 
the facilities of the railroad, trucking or electric power industries. 

“ Cf. the discussion in Moses Abramovitz, An Approach to a Price Theory for a Chant- 


ing Economy (1939), pp. 155-158; and J. M. Clark, Strategic Factors im Business Cyde 
(1934), passim. 
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However we define investment, however we differentiate it from the 
onsumer durables expenditures, it will be readily admitted that invest- 
sent is no trivial phenomenon on the surface of economic activity. It 
4s marked and strenuous effects in multiplying employment and con- 
umption, while its course may intensify the “over-capacity under- 
onsumpt ion” problem seen by some economists. But so far as methods 
nf forecasting gross product are concerned, offsets to saving in the 
orm of investment cannot be treated as a whole. Nor can even the most 
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independently acting components of investment be treated more use- 
fully in this connection than as dependent functions of profits. They 
testify to the expectations and plans of producers, and hence vary 
with employment, with payrolls and with similar trophies of profit 
taking. 


II 


Attempts to forecast business conditions reach back at least as far 
as the days of the Egyptians who foretold crop conditions from the 
plevel reached by the Nile in flood season. Some of the techniques 
employed in forecasting stock market conditions were apparently sired 
in those days. But despite the development of a not inconsiderable 
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Gross NATIONAL PropUCT—ANNUAL AND QUARTERLY ToraLs, 1921-1941 
Year Annual 
1921 18 | 
1922 ( 15 | 58 
1923 18 66 
1924 19 | 67 
j 1925 20 70 
192¢ 22 | 75 
1927 | | 76 
1928 | 22 | 78 
1929 23 84 
1930 | 22 
1932 
1933 | 59 
1934 15 66 
1935 16 72 
1936 17 | 82 
1937 19 | 85 
1938 18 79 
1939 | 20 = 
1940 | 22 96 
1941 | | ag 
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number of techniques for forecasting business conditions, and facto, 
related to those conditions, it is not possible to evaluate most of th 
procedures currently in use. Some of these, essentially based on quaj. 
tative evaluation and informed judgment, may be more than satisfa. 
tory.*° But many (in particular those developed by professional for 
casting services) are veiled in a heavily esoteric language.** A few 9 
those centering on the determination of national product, howeve, 
have been worked out by professional students and described in son, 
detail. 

The procedure recently developed by Miss Mack” is aimed at the 
short-period forecasting of national income on the basis of estimaty 
of consumers’ purchases. The calculations of the supply price of cop. 
sumers’ goods, the money available for their purchase, and the residuyj 


factors required to equate the two, are marked by a number of rathe 


arbitrary assumptions whose severest critic is Miss Mack hersel 
Although this technique is built on lines which promise eminently satis 
factory results as our data improve, its present tentative state, and— 
more important—its concentration on short-term estimation, make i 
presently unsuitable to forecasting for any more lengthy period. 
Two other recent econometric studies seek to accomplish long-periad 
estimation. One relates national income to the F.R.B. index and th 
value of farm income, both for the previous year.** The obvious diii- 
culties of determining what the fundamental flows are to which th 
forecasts are related, of deciding whether the linkage is aleatory « 


vital, of concluding whether the relationship will vary when the method 
of computing the F.R.B. index changes or its representativeness fails— 
all these factors tend to make the use of this procedure without further 
analysis undesirable. The second study” relates a dozen odd offset-to- 


** As, for example, the forecasts of the Department of Agriculture which have apparently 
been reasonably satisfactory. (Cf. F. L. Thomsen and P. H. Bollinger, “Forecasting \:- 
tional Income and Related Measures” in Volume 6 of Studies in Income and Wealth 
[1943].) But forecasts based on judgment procedures in large measure cannot readily le 
valued in terms of technique nor simply judged in terms of rationale. On the very prac 
tical issue of correctness, of course, certain of these procedures have been evaluated in the 
well-known studies of Garfield and Cox, and Cowles. 

Standard Statistics Company, A Forecaster’s View of Forecasting (n.d.); Institute of 
Economic Timing, Inc., Brochure on Economic Timing (n.d.). See also such general dis 
cussion as appears in Norman J. Silberling, The Dynamics of Business (1943), chap.’ 
pp. 238, 577; Elmer C. Bratt, Business Cycles and Forecasting (1940); Alfred Cowles, in 
“San Stock Market Forecasters Forecast?” Econometrica, Vol. 1 (July, 1933) ; and “Stock 
Market Forecasting,” Econometrica, Vol. 12 (July-Oct., 1944). 

"Ruth P. Mack, “A Technique for Analyzing and Anticipating Changes in Nation 
Income,” in Shoup, Friedman, Mack, Taxing to Prevent Inflation (1943). 

“Franz Alt, “Distributed Lags,” Econometrica, Vol. 10 (April, 1942). 

” Richard V. Gilbert and Victor Perlo, “The Investment-Factor Method of Forecasting 
Business Activity,” Econometrica, Vol. 10 (July-October, 1942); Econometrica, Vol. \' 
(January, 1943), p. 94. 
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_aving items to national income, but the fact that its evaluation does not 
treat government expenditures and levies separately, and the strenuous 
criticism to which Milton Friedman has subjected it seem to indicate 
that it will require further work before it can be confidently employed.” 

The ingenious and stimulating study of Kalecki on “Investment and 
Income’ is attended by all the advantages which follow upon economic 
wit and competent analysis. It is handicapped by the inadequate statis- 
tical data which must be used in the tentatives which open up new 
analytic territory. Some of these difficulties became apparent when an 
attempt was made to apply Kalecki’s procedures to revised data and 
to more recent years.”* Four major difficulties appeared. (1) Kalecki’s 
product total is exclusive of business taxes and other minor elements. 
But inasmuch as he views product as the result of prior investment, 
no product item should be excluded which logically develops from 
investment activity. (2) Kalecki restricts himself to private gross 
product, and attempts to deduct government influences by subtracting 
the gross savings of government from both investment and product 
totals. This leaves him in the unfortunate position of ignoring the major 
role of government in determining product, and requires him uniformly 
to ascribe fluctuations to fluctuations in private activity alone. (3) 
Kalecki derives investment totals in 1929 dollars by the use of a na- 
tional product deflator, although he had earlier derived a specific 
investment deflator.** Thus, his 1919 investment total is 30.0 billion 
dollars. Had he used his investment deflator, it would have been 28.4, 
and had he used the one present in his source (National Income and 
Capital Formation), it would have reached down to about 27.0. 
4) The whole duty in deflation is to penetrate the superficial price 
phenomena in order to get at the true movement of goods and services. 
His product deflator, however, is based on a constant weighting of 
investment goods in the ratio of 1 to 3 for consumption—although this 
1929 ratio hardly applies to 1932 when the ratio was actually 1 to 16. 
Furthermore, the deflators, though annual figures applicable to annual 
data, are applied to figures for a third of a year. This may distort the 
true movement of funds in years of transition when economic activity 
breaks or lifts sharply during the course of the year. In Figure 3 


Kalecki’s general concepts are adhered to, but revised data and alter- 


In Shoup, Friedman, Mack, op. cit., pp. 146-153. 
In his Essays in the Theory of Economic Fluctuations (1939). 


[t eserving of note that Kalecki fitted his equation to data for 12 years, leaving 
{the 17 years for which he had data. 


y-passes Kuznets’s commodity flow deflator when deriving that for consump- 


tor cars, apparently without allowing for the fact that 2.2 per cent of the weighting 
‘he cost of living index is for automobile purchase. 
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nate deflation procedures are utilized.** The result indicates a concyr- 
rent rélationship between investment and product with a reasonably 
close freehand fit for the 1920’s, shifting markedly for the three years 
of the 1930’s that Kalecki used. It does not suggest any lead of invest. 
ment on product which can be used for forecasting. 


KALECK! 
(INVESTMENT 
BILLIONS 


64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 100 102 
KALECKI PRODUCT - BILLIONS 


Fig. 3. Relationship between Kalecki private gross product and 
Kalecki private investment, 1921-1933. 


III 


The model of national economic activity which is assumed in the 
present study, and outlined below, is in many respects similar to that 


* The investment total was computed as the sum of gross private investment (Barger, 
Income and Outlay, p. 50, Row D), repairs to producers’ durables (Kuznets, Commodity 
Flow, p. 484, Row 2b), and private construction maintenance (Chawner, Construction 
Activity, p. 22 and Survey of Current Business, June 1943—total maintenance less that 
of highways, rivers, harbors, water supply and sewage disposal). This was deflated by a1 
investment deflator based on the data described in the Appendix. The balance of gros 
product was computed as the total of consumer outlay (Barger, op. cit., p. 42, Row C), 
servicing of consumer durables (Kuznets, op. cit., p. 324, Row 3b), and the residual item 
of gross increase in capital livestock (Kuznets, loc. cit., Row 4b). The two subtotals wert 
added to give private gross product and the whole deflated by the product deflator derived 
in the Appendix. 
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presented in a recent article by Tinbergen and, to a lesser extent, in 
his Business Cycles in the United States.” 

For the period between the First and the Second World War, the 
American economy can be viewed as a system whose prime goal and 
mover was the receipt of profits. Pulled and hauled by the pressures of 
trade unions and trade associations; shifted about by such exogenous 
factors as motives of state, international political developments, cul- 
tural change and hundred lesser forces; that economy nevertheless 
took its main direction and stimulus from the competition of enterprises 
in search of the consumer’s dollar. The profit motive was the primary 
economic motive and the receipt of profits, therefore, assumes a major 
réle in any explanation of the economic system for those years. With 
the coming of the depression, of course, the spending of the federal 
government becomes of codrdinate, if not greater, importance. 

We may begin with a consideration of the economy at the end of a 
given income period. Wages, salaries, and, to a lesser extent, the other 
distributive shares have just been paid out. Because of the constancy 
of the consumption function—indicated in the work of Samuelson, 
Stone and others—this means that the value of spending out of those 
receipts is likewise given. But with consumption given, we can proceed 
to infer such magnitudes as the level of induced sales, shipments, wage 
disbursements and, finally, of profits. We know that the level of sales 
and inventory changes is related to consumer takings, and that employ- 
ment varies chiefly with such spending. It is likewise the case that 
profits vary with such spending: the correlation between consumption 
and profits for the 1922-41 period is .80.** It arises not because all 
other factors are unimportant. They are not. It is rather that they can 


be swept into an all-other-things-being-equal category.*’ Were they 


il Remarks on Some Business Cycle Theories,” Econometrica, Vol. 10 (April, 
Any student in these fields must benefit so largely from Tinbergen’s work that 


there may be some tendency to ascribe the flaws as well as the virtues of any work to 
that source. Aside from general cautions, it should be noted that the models do differ: 
n many respects his phrasing is equivocal or diffuse, and his statistical determinations— 


lor example, the lead of profits on investment—are not similar to those of the present 
paper. Kuznets’s suggestion that business savings levels have a “high prognostic value 
since usually enterprises that enjoy large positive savings . . . are likely to expand their 
activities in the future” might lead to conclusions on the réle of profits not dissimilar to 
hose envisaged in the present study. (Simon Kuznets, National Income and Its Composi- 
tion, 1919-1938 [1941], Vol. I, p. 78.) 

“The consumption figures used were based on the estimates of Barger, Kuznets, and 
the Department of Commerce. The profits series was based on estimates of Barger and the 
Vepartment of Commerce, and is discussed in Section IV below. 


“Among these factors which inflate or lessen profits are returns from investments, 
relative elficiency of operation, government taxation policies, union activity, agreements on 
price among producers of raw materials, a changing ratio of labor productivity to wagés, 


and half a hundred other factors which are relevant. Nevertheless, it appears that, in the 
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unequal, and changing disproportionately, we should have to treat 
them directly. But given a straight line cost curve, or a slightly para. 
bolic one, characterizing the production sequences of no inconsiderabje 
number of enterprises, we may infer profits fairly well from consump. 
tion alone.** 

But given a value for profits, we can immediately infer a value fo, 
future levels of employment, payroll disbursements, and also for gross 
product. The reasoning behind this chain of inference is hardly ab. 
struse. The level of profits will tend to shape the hopes and fears of 
entrepreneurs, canting their plans for expansion and introduction 
of innovation, and therefore fixing the nature of business men’s expec- 
tations. But if it determines business confidence it follows that it like. 
wise determines the changes which business intends in employment 
(both total labor force and manhours to be worked), in inventory, in 
raw materials orders, and even the value of the introduction of inno. 
vation.”* It will even determine how flexible business men are in response 
to demands for increased wages, whether those demands are presented 
directly by trade unions or indirectly by the subtle pressures of the 
labor market attracting workers to other concerns.*° 

In the conclusion that business confidence is vital, there is, of course, 
substantial concord. But in the conclusion that current profits almost 


short run and in the absence of marked and disproportionate changes in these elements, 
we can restrict our attention to the volume of consumption. 

* For a discussion of the characteristic cost curve, see C. Reinold Noyes, ““Memorandum 
on Costs in Relation to Output,” in Joel Dean, The Relation of Cost to Output foro 
Leather Belt Shop (1941); and Hans Staehle, “The Measurement of Statistical Cost Func- 
tions: An Appraisal of Some Recent Contributions,” Am. Econ. Rev., Vol. XXXII, No. 2 
(June, 1942), especially Sections 2 and 3. 


* One may accept Schumpeter’s pattern for the introduction of novelty in economic 
affairs, and yet assert that the dollar value of investment in novelty varies with profits 
and gross product. It is not without interest that even a concern as large as U. S. Steel 
consistently invested less than its engineers recommended during the depression, increasinz 
the amount actually invested as compared with the amount recommended when the ¢e- 
pression began to lift. The discussion in Ruth Mack’s The Flow of Business Funds oni 
Consumer Purchasing Power (1941) is illuminating. 

* It is a manifest truth that the demands of labor organizations are not necessarily tied 
to the finances of the enterprises from which they demand wage increases. But it is clear 
that in good times—particularly where high union organization prevails—pressures aris 
because it is felt that enterprises can afford to pay higher wages. In times of slump the 
ease with which a job is lost tends to restrain demands for increases and to moderate 
protests against wage cuts. In addition it is clear that at least some union leaders ar 
aware of the conditions of plant finances and consider them before making wage demands— 
as has been particularly the case in the relations between the S.W.O.C. and small steel 
producers, the I.L.G.W.U. and dress manufacturers and in many other less well publicized 
instances. While there are no reliable data on wage rates in manufacturing over an ¢- 
tended period to substantiate this contention directly, it may not be without interest that 
quarterly data for the 1932-41 period indicate the correlation between average hourly 
earnings in manufacturing and profits to be .91. 
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unequivoca lly make the level of business confidence a divergence of 
opinion exists. Many an editorial writer is more exercised over the 
bing federal debt and multiplying bureaucracy. Many a neatly 

| pamphlet finds that business men “heavily from woe to woe 
tell o’er l ,e sad account of forebemoaned moan” as they contemplate 
governmental policies. All of which may be so. But the statistical 
analysis suggests that these factors are of little importance as com- 
Dp: .red with actual profit takings. Business men employ and invest when 
profits—and government spending—are high, no matter what the size 
of the deficit or the amount of bureaucracy. Business slices its payrolls 
when profits and government spending decline. In an economy guided 
by the activities of business men, their actual plans must be given the 
sreatest consideration. And in a profit economy, the profits on which 
they base those plans must be given a primary rdle. 

The ignoring of such factors as a mounting federal debt and other 
presumed determinants of business confidence is an arguable matter 
but one whose answer is not beyond all conjecture.** For “business 
confidence” is a relatively simple function of future profits, while future 
profits are envisaged pretty largely in the shape of present profits. 
Present and future profits are equated partly because it is virtually 
impossible for business men to do otherwise,” and partly for the very 
excellent reason that future profits do resemble current profits: over 
the 1921-41 period the correlation of first quarter-year profits with the 
succeeding quarter’s profits was .93, of second and third, .96; and of 
third and fourth, .94.°° Business men, therefore, have every reason for 
projecting the future in the image of the present. But their vision of 
future profits brings about very tangible results in terms of changes 
in labor force, manhours, raw materials orders and so on, as noted 
above. It brings, in other words, the determination of future levels of 
employment and income. Their expected production plans imply defi- 
nite capital requirements, and, hence, set the level of employment in 
the investment goods industries in the next period. Their expected 
production plans will determine the level of employment they allow 

lationship between federal taxation and product is considered in section V, 
t found to be a significant determinant of product. It is of interest to note 
that the correlation between business profits and changes in federal debt over 
1 period is, far from being negative, markedly positive, with a value of .47. 
Angell, Investment and Business Cycles (1941), pp. 68, passim, and an 


d discussion in N. §. Buchanan’s “Anticipations and Industrial Investment 
t. Econ, Rev., Vol. XXXII, No. 1 (March, 1942), pp. 142, 155. 


n for this correlation is not a direct tendency for profit to persist, but rather 
fits depend so largely on gross sales that the correlation of one quarter’s product 
iutomatically brings a correlation of one quarter’s profits and those of.the 
Ge correlation a first and second quarter product is .95; second 
ind third and fourth, . 


| | 
| 
| 


72 THE AMERICAN ECONOMIC REVIEW [ MARCH 


for in their own enterprises, and, hence, the level of employment jy 
enterprises furnishing consumption goods to be demanded with th 
payrolls they plan to disburse. And those same plans, by thus deter. 
mining employment, will determine the level of wage payments, oj 
consumption expenditures, and—since such expenditures are its largeg 
component—of the national product. (The correlation between en. 
ployment and deflated gross national product for the 1929-41 period 
is well over .90.* 

Beginning, therefore, with the payment of wages and salaries at the 
end of one income period, we can state a value for the consumption 
which is almost instantaneously induced; estimate from that the gross 
level of business activity and business profits; from profits deduce the 
hues of business expectations; and from expectations infer the nature 
of business plans, the subsequent level of employment and, finally, the 
level of product associated with that quantity of employment. The 
entire sequence can be handily summed up by correlating profits in 
one period with product in a later period. The profits correlation js 
extremely high over the 1922-32 period at .94—and only reduces to .9) 
for the 1933-41 period. In the latter period, however, we must adi 
an allowance for federal fiscal activity which became a volatile and 
independent variable with the decline in private activity. The measure 
of such activity used in this article is termed “weighted federal ex- 
penditures,” and this series and the product series have a correlation 
of .96 over the 1933-41 period. The precise methods of calculation 
and the composition of the explanatory variables are discussed in the 
following section. 

By way of summary we may note that the model assumed for the 
present study views consumption and investment as dependent func- 
tions. Their source and origin is that continuous stream of design and 
expectation which profit takings induce in the business community. 
This chain of relationships is not forever unchanging. Federal expend: 
iture is an ancillary but vital force during recent years and promises 
to continue as such. Various other factors are all more or less relevant, 
but their relationships to product are trivial, intercorrelated with the 
profits or federal expenditure series, or at present incapable of statis- 
tical assessment. Given the major explanatory series of business profits, 
supplemented by a federal expenditures series, both with particular lag 
and weight distributions, we can compute a product series for the 


“The employment series used was ‘based on (a) B.L.S. revised estimates of nonagricul- 
tural employees, (b) agricultural employment totals secured by interpolating betwee 
Census dates with the B.A.E. series, and (c) estimates of the self-employed prepared by 
the writer. Adjustments were made for changing productivity of employees, and for tren 
in the self-employed series. 
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1921-41 period which—for practical purposes—is very close to the true 
product series. 


IV 


The technique of relating profits to gross national product presents 
an unfortunately generous range of possibility. The initial problem is 
that of choosing the method most suitable for indicating the presence 
or lack of causal relationship. The use of deviations from trend is pre- 
cluded if the period is brief: aside from the problem of a choice of 
cycle,*® one is confronted with the alternative of either dropping a very 
considerable percentage of the data, or falling back upon the deter- 
mination of a least squares trend. The former procedure would make 
the entire investigation nearly impossible; the latter—though it has 
commended itself to such distinguished and competent statisticians as 
Tinbergen—was felt to be undesirable in the present instance. It was 
therefore decided to employ all the causal series with a lead—with the 
single exception of federal expenditures data for 1932-1941.*° 

The correlation between the weighted profit series and national 
product over the 1922-41 period was .84. For the earlier portion it 
was, of course, considerably better, being .94. For the post-1932 period 
it was .91. The estimating equation for the earlier period, using X, for 
gross national product and X, for the profits series, was 


X, = 61.330 + 2.57 Xz. 


The correlation between the federal expenditure series (X;) and 
product over the 1932-41 period was .96. The multiple correlation of 
product with weighted profits and weighted federal expenditures was 
.97 for the same period. The estimating equation is 


X, = 44.874 + 1.224 X, + .818 X;. 


The standard error of estimate is irrelevant inasmuch as a small abso- 
lute error may be unimportant in forecasting a large product total, but 
vital in forecasting a small one such as 1932. The maximum percentage 
error over the period is 12.6 per cent in 1934. The next largest is 10 
per cent, while the bulk of the values are within 6 per cent. 


*=Cf. M. G. Kendall, “The Effect of Elimination of Trend on Oscillations in Time 
Series,” Journal of the Royal Statistical Society, Vol. 104 (1941), Sec. 11. 


“Inasmuch as the data for federal purchases of goods and services are not available in 

itisfactory form for the years prior to 1929, no conclusive indication can be given that a 

is correlation does not arise. But it is suggestive that over these years total federal 

tures show no apparent relationship to product. The relationship which exists after 

ther a causal relationship or one which suddenly began at that date because of 

le parallel “trends” developing. In point of fact, a trend relationship should, if any- 

thing, be inverse rather than the positive one which appears: this because federal expendi- 

tures tended to increase as product declined, when the government attempted to stem the 
torces of dissolution, slackening its efforts as conditions bettered. 
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The series used to derive these equations are described below. ompc 
Profits (X.)—The series used to represent the movement of profits bnd fi 
over the period was based on data from Harold Barger’s Income anj 
Outlay in the United States, 1921-1938, and from various Department 
of Commerce publications. Barger’s data are based on Statistics of 
Income reports for the annual totals and on the quarterly reports of g edera 
considerable sample of enterprises, supplemented by data from various o rep 
special studies. The annual totals are those derived by Kuznets, and it the 
are presumably superior to estimates used by Tinbergen and others, mates 
The quarterly data rest primarily on Barger’s special study of cor. and ft 
porate reports for one per cent of all industrial corporations—corpora- truct 
tions, be it noted, which made an estimated 10 per cent of all corporate Federa 
earnings.*’ His residual income estimates are intended to include the fashio 
sum of all nonagricultural dividends, savings and withdrawals. Because ether 
of paucity of data, however, entrepreneural withdrawals in the service indust 
and miscellaneous groups were not represented. The residual income vovert 
series suffers from the additional difficulty of being seasonally adjusted and o 
—unlike the other series used.** Barger’s data were pieced out with two ment” 
Department of Commerce series which, when summed, correspond to nent ¢ 
the residual income series and are presumed to move as it would. These estima 
series are (1) net income of proprietors, nonagricultural, and (2) net then ii 
corporate profit. nent 
The X, series was derived by manipulation of the basic Barger- eries 
Commerce data. Lag patterns were derived by charting first-quarter 
profits against first-quarter product, against second-, against third- and 
against fourth-quarter product; by charting second-quarter profits Int 
against second-, third- and fourth-quarter product and against the ogical 
first-quarter of the following year. The same procedure was applied act 2 
to the third- and fourth-quarter income series. The relationships were profits 
confirmed by correlation analysis where necessary and a weighting tructi 
pattern derived—third-quarter of the previous year weighted once; Pxpeni 
fourth-quarter weighted three times. That pattern when applied to the | Far 
Barger-Commerce data yields the weighted profits series. n pur 
Federal Contribution (X,)—For a variety of reasons the only public hus | 
fiscal activity of which account was taken in the equations was the B not 
expenditures of the federal government—and those only for the latter reasor 
half of the period covered.** The weighted federal expenditure series is orrel 


outlay 
onstr 
or fe 


" Cf. Barger, op. cit., p. 236. roduct 
* A comparison of Barger’s quarterly data with Department of Commerce estimates of figure 1 
total value of entrepreneural and corporate income—which are not seasonably adjusted— 
also for quarterly periods indicates no constant pattern of irregularity which a sizeable » The 
implicit seasonal adjustment would produce. or offs 
“* Taxation is discussed in Section V below, and found to be an unsatisfactory variate, hic] 
while state and local expenditures tend to be a function of product more immediately than 
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-mposed of several constituent series: (a) construction activity by 
nd for federal agencies, federal aid to highways and other federal 
ytlays for construction, (b) federal durables expenditures other than 
onstruction, (c) all other federal expenditures. The basic total used 
for federal expenditures was the Department of Commerce series for 
federal purchases of goods and services. Since this series is intended 
to represent payment only for current production, there was added to 
it the transfer payments of government.” Construction activity esti- 
rates were taken from Chawner’s study for the period through 1928, 
nnd from unpublished data provided through the courtesy of the Con- 
struction Unit of the Department of Commerce for the later years. The 
federal durables series was constructed in a rather rough-and-ready 
fashion from the W.P.B. Statistics of War Production, by adding to- 
ether the value of munitions produced in the munitions group of 
industries and the value of machinery and equipment produced for 
eovernment account, directly and indirectly. The value of construction 
f durables was added together to reach a “government invest- 
ment” total. This investment value and the value of all other govern- 
ment expenditures were then correlated with the product series, and an 
estimating equation derived. The values of the regression coefficients 
then indicated the relative weight to be assigned to each of the govern- 
vent expenditure items, and the weighted government expenditure 
eries used in this study was thus computed. 


Vv 


rofits series. These factors include net farm income, residential con- 
truction, federal taxation and expenditure, state and local taxation and 
xpenditure, the federal deficit and changes in the federal debt. 
Farm Income—That the flow of income to farmers should eventuate 
n purchases of clothing, household furnishings and farm equipment, 
hus helping to determine the gross product of the following year is 
unreasonable assumption. But while the relationship may be a 
reasonable one, it is not, in point of fact, a useful one. The closest 
pcorrelations were found to be those between net farm income to farm 


ion of them, as note 13 above suggests. The use of a net contribution 
e less desirable than the separate treatment of taxation and expenditure, 
ives these factors equal, if opposed, weight. 

series does not include various items of R.F.C. disbursements, payments 
ases, prepayments on existing assets or several other very minor items 
ision but which can be left out in accordance with the exiguity of data 
r resulting. 
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logically related to products in a causal sense, but which in point of 
act are either detrimental variates, or are intercorrelated with the 
. if 
q 


76 THE AMERICAN ECONOMIC REVIEW [ Macy 


operators (inclusive of government payments) in one half-year and th. 
gross product of the succeeding year. Although these correlations wey 
quite high, when an adjustment is made for intercorrelation with profits 
the partial correlations become .38 for 1922-32 and —.35 for 1932-4; 

Taxation—It has been asserted by more than one authority that a; 
an increasing percentage of national income flows to government in tax 
receipts, the growth of that income tends to be hampered.“ An attemp, 
was made to follow in general the procedure of computing ratios oj 
taxes to national income, though certain improvements in procedure 
were attempted.** The results indicated that (a) changes in the ratip 
of state and local taxes to gross national product are inversely related 
to changes in gross product; (b) changes in the ratio of federal taxe; 
to gross product are also inversely related to changes in gross product: 
and (c) that changes in the ratio of federal progressive taxes to product 
during the 1930’s, when these receipts constituted the great bulk of 
federal tax receipts, were positively related to changes in gross product, 
The conclusion seems rather clearly to be that the influence of gross 
product upon tax receipts is so great that the influence of tax receipts 
on product cannot be ascertained from the calculation of such ratios, 
despite the frequency with which they are in fact computed. This 


“ The semi-annual farm income estimates were based on annual totals for net cash farm 
income from farm marketings plus government payments, broken down into semi-annu! 
totals by the movement of gross farm income. For the 1921-33 period interpolation wa 
based on Barger’s data; for 1924-41, from unpublished and published B.A.E. data pr. 
vided through the courtesy of Mr. Norcross of that agency. A weighting pattern wa 
secured by computing a number of regressions from Barger’s quarterly data. This pattern— 
third- and fourth-quarter farm income of the prior year each weighted once—was then 
applied to the semi-annual data used. 

“H. G. Moulton, et al., Capital Expansion, Employment and Economic Stability (1940); 
Thomas E. Dewey, The Case Against the New Deal (1940); and various publications of 
the Allied Machinery Products Institute. 

“Moulton employs fiscal year tax totals and calendar year national income data. The 
disadvantages of using fiscal and calendar year data are apparent. The desirability of 
using gross product rather than net data is vigorously presented in Clark Warburton’, 
“Relation of Government Financing to Gross Income Flow,” Survey of Current Busines 
(April, 1943), p. 17. 

Gross product data for fiscal years were derived from the quarterly data presented i 
Table I. These totals are suitable to the federal data. Although not wholly suitable to 
the unequal data on state and local taxes, the relationship between changes in fiscal year 
product and changes in the ratio of state and local taxes to product are so obvious that 
these divergencies can be ignored. State and local totals are Census data presented in 
Moulton, op. cit. Federal progressive taxes are the sum of corporate tax liabilities, ind- 
vidual income tax payments, and receipts from unjust enrichment, capital stock, estale 
and gift, bond and stock issues, stock transfers, and produce futures. Regressive taxes wert 
defined as the balance of tax receipts. The exclusion of A.A.A. receipts improved the 
indicated fit somewhat, but not materially. Fiscal year tax liabilities were derived from 
calendar year totals, using the movement of Barger’s residual income receipt for inter- 
polation. 
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variable, therefore, could not be usefully employed in estimating gross 
product. 

Alternate Factors—Some other variables considered and discarded 
were: (a) the federal deficit which during the 1933-41 period was not 
negatively related to product but positively correlated at .43; (b) in- 
crease in the federal debt; (c) size of the foreign trade balance; and 
(qd) the level of depreciation allowances. The relationships between 
product and these factors were so slight that no attempt was made to 
vo behind them by using partial correlations. 


VI 


In the present article an attempt has been made to outline a method 
of forecasting the general level of business activity and employment 
as reflected in data on gross national product. The procedure requires 
the more or less explicit use of a model to represent the American 
economy in the period between wars. In the model employed in the 
present instance, a critical and substantial rdle is played by profit 
takings, which, by and large, reveal business expectations in the shape 
} of present profits. They thereby tend to determine future levels 
of employment, raw materials purchase, and other types of com- 
mitments which are functions of business anticipations. In a period 
such as the 1930’s it is essential to give an equal, if not greater, im- 
portance to federal expenditures as a determinant of the course of 
product. By the use of various leads and weightings two series were 
developed to “explain” the course of gross product and to predict it 
under peacetime conditions not dissimilar to those prevailing during 
the 1921-1941 period. If the parameters remain the same in post-war 
years we shall find product varying closely with the level of profits of 
the previous half-year and, if federal expenditures are a sufficiently 
independent force, with the concurrent expenditures of the federal 
government. By the use of the profits series for the 1921-32 period, and 
the profits plus the federal expenditure series for the 1932-41 period, 
a computed gross product series was arrived at which moved in a fashion 
reasonably like that of the actual gross product series. 

The procedure developed does not apply to wartime conditions for 
which techniques based on the war outlays and materials expenditures 
indicated in war production schedules are at once appropriate and 
accurate. Its application to post-war conditions will, at the very least, 
require special consideration of such factors as wartime savings, po- 
tential export sales, and the national policies on acceptable levels of 
production and employment, inter alia. With the considerable improve- 
ment and increase in the data currently reported by the National In- 
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come and Current Business Analyses Units of the Department ¢ 
Commerce, and with the excellent studies of basic source materia) 
which the National Bureau of Economic Research is contributing, tly 
eventual development of very precise forecasting techniques may ng 
be too much to expect. 


APPENDIX 


The product series used in this article was derived by making various ad. 
tions to and deductions from the most recent estimates of Simon Kuznets, x 
given in his Uses of National Income in Peace and War, page 37, by sub. 
stituting for published Department of Commerce figures for 1929-1941 revise 
totals which include the latest Commerce construction estimates, and one mor 
minor change for comparability.** The following were the major changes mai 
in the 1919-1929 data. 


Deductions: 


Imputed rent (National Income and Its Composition, 1919-1938, Vol. }, 
p. 735). 

Net savings of government (Jbid., p. 814). 

Veterans’ pensions other than regular establishment (information received 
from the Veterans Administration). 

Value of new construction (Commodity Flow and Capital Formation, Vo. 
1, p. 382). 

Depreciation (National Income and Its Composition, Vol. 2, p. 913, col. 1), 

Depreciation adjustment (idid., col. 3). 


Additions: 


New construction (1919-1928: Chawner, Construction Activity, p. 20; 
1929-1941: Survey of Current Business, June, 1943, p. 
32). 
Depreciation, Commerce level (derived by applying the movements of Kw- 
nets’s depreciation series to the Commerce 1929 estimate, appearing in 
the Survey, May, 1942, Table 1). 

Business taxes (estimation described below). 

The series arrived at as a result of these adjustments was lower than the 
Commerce series because it failed to include any direct estimation for capital 
outlays charged to current expense or income credited to special reserves. 
Therefore, the adjusted series was not ved directly, but its movement applied 
to carry back the Commerce Department’s estimate for 1929 (from the 
Survey, May, 1942, Table 2). 


“ Since work on this article had been completed and it had been submitted for publia- 
tion some time before the recent estimates of Hagen afid Kirkpatrick were issued, no ut 
could be made of their careful work. The differences in results are relatively minor. 
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business tax series was computed by deriving a business tax series and 
annlving its movement to the Commerce Department’s 1929 estimate of busi- 
a -< taxes (Survey, May, 1942, Table 4). It consisted of the following items: 
| Federal income and excess profits tax liabilities (Statistics of Income, 

1939. Pt. 2, p. 45). 
ms receipts (Annual Report of the Secretary of the Treasury, 1941, 


\]] other federal business taxes (all federal taxes minus income, customs, 
+ and estate. Jbid., pp. 484-87). This series was then interpolated to derive 
calendar year totals. 

4 State business taxes. (This total was derived from data in the Census 
Bureau’s Financial Statistics of States. Since the totals given in these vol- 
are a helter-skelter of 21 state totals in some years, 30 in others, 48 in 
still others, not to mention the fact that from year to year different states 
changed their fiscal year endings, these totals could not be used. What was 
done, therefore, was to group 31 states whose fiscal year endings did not 
change over the period into six groups according to the date of ending of their 
fiscal years. These groups were then totaled, interpolated and calendar year 
totals arrived at. This procedure was likewise applied to the data for Penn- 
sylvania, the only major state not included in the original 31. These totals 
were then added together to derive a state total, which was then added to the 
municipal revenues and the movement of the resultant series applied to the 
Commerce estimate for 1929—from the Survey for May, 1942, Table 4.) The 
component taxes were special property; corporation; business license; income 

highway privileges; income; and 75 per cent of general property. 
Municipal business taxes. (These were derived from Financial Statistics 
;in much the same fashion as the state series. Since the group covered 
by the Census Bureau during this period changed very little, and since the 
vast majority of the cities with populations of 30,000 and over had fiscal years 
Sending on December 31, it was assumed that the totals for the 30,000 plus 
group were representative calendar year totals.) 

[he product series derived thus was deflated in three units: 1919-29, 
1929-39, 1939-41, The deflators for the recent period were those derived in the 
careful study made by Milton Gilbert and George Jaszi (‘National Income 
and National Product in 1942” Survey, March, 1943, p. 11). For the 1919- 


1929 period, Kuznets’s original deflation in National Income and Capital 
Formation was pretty closely followed. Exceptions were: (1) Neither mone- 
tary stock nor foreign balance totals were deflated, despite Kuznets’s defla- 
tion of them. (2) Kuznets’s deflators for business construction and durables 
were replaced by the revised Fabricant series from Capital Consumption and 
Adjustment. (3) The consumer outlay deflator was replaced by the more 
recent deflator which Kuznets gives in National Income and Its Composition. 


The deflators for the 1929-1939 period were the following: 

C hanges in gold and silver, net exports: not deflated. 

business Inventories: BLS wholesale price all items index (Statistical 
Abst ct, 1941). 


p. 414 
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Producers’ durables: Shavell’s variable weighted index (Survey, May, 
1943). 

Private residential construction: American Appraisal Company, all types 
(1942 Survey Supplement). 
Railway construction: railroad way and structure cost index of the L.C.C. 
(Information supplied by the Bureau of Valuation of the I.C.C.) 
Industrial construction: Aberthaw industrial construction index (194? 
Survey Supplement). 

All other private construction: American Appraisal Company, all types. 

Public corporation: Aberthaw weighted 6, Bureau of Public Roads com- 
posite mile index weighted 4 (information supplied by the Bureau of 
Public Roads). 

All other government expenditures: not deflated. 

Consumers’ goods: Shavell’s variable weighted retail price index (Survey, 
May, 1943). 

Rent: BLS cost-of-living rent index (BLS, Cost of Living in 1941). 

Consumer services except rent: BLS cost-of-living miscellaneous index 
(ibid.). 
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INTEREST, TIME PREFERENCE, AND THE YIELD 
OF CAPITAL 


By THEODORE MorcAn* 


So venerable a topic may well be argued to have its interest staled 
by age; but it may still be justified to investigate the result of putting 
into old bottles some new wine—and perhaps in the process conceive 
whether the bottles were large enough and rightly shaped. The problem 
is the abstract relation of the yield of capital assets to interest, with 
especial reference to the level of interest in a “stationary” state. To 
solve the problem we need to handle the unruly element of time prefer- 
ence so that its influence is removed, not introduced implicitly through 
definition or assumption; to consider the meaning of interest; and to 
relate these to the productivity of capital. Our method uses a joint 
formulation of Fisher and Keynesian interest theories. 


I 


The question of when an individual would prefer to have a marginal 
unit of income to consume, now or at some time in the future, may be 
viewed as depending on three basic facts: (1) his “estimate of the fu- 
ture’; (2) the intensity of his wants now and their expected intensity 
in the future; (3) the amount of his income now and its expected 
amount in the future. 

We define “estimate of the future” as follows. Our concern is the 
measurement of the present worth of a future want fulfillment; or, re- 
phrasing the idea, we are concerned with measuring the present 
marginal utility of a future marginal utility.’ There are three possibili- 
ties: an individual may value a given want fulfillment received in the 
future (a) below, (b) equally with, or (c) above the same want fulfill- 
ment received today. The first situation (a) we call “underestimate of 
the future’’; the second (b), “neutral estimate of the future”; and 
the third (c), “overestimate of the future.” 

*The author is an instructor in economics at Harvard University. He wishes to thank 


Professors George N. Ham and Paul A. Samuelson, and Mr. John Exter and Dr. Henry 
C. Wallich for their helpful criticisms. 


_* This concept may be impatiently argued to be altogether too delicate and too sub- 
jective. But it is logically valid. Individuals need not consciously reason in this way 
to come to conclusions coincident with those of our formulation. And such a concept 
has its essential use when we try to consider what rate of interest will exist under specified 
“ideal” conditions, 

‘The name given by Béhm-Bawerk to a similar but not an identical concept. Bohm- 
Bawerk explains his “underestimate of the future as possibly arising from uncertainty of 
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The separation of “wants” and “estimate of the future” is critica] 
for our analysis. In the former we seek to group together all psychologi- 
cal attitudes valid for a given point of time; in the later, psychological 
attitudes related only to the flow of time. Under “wants” we include 
as determinants such objective facts as age, health, dependents; and 
the individual’s pattern of tastes with respect to consumption of in- 
come. Wants of the future may be subject to a risk discount, in view 
of the individual’s estimate of the probability of his living to a given 
age. Estimate of the future, in contrast, measures the degree of 
“pungent sense of reality” which pertains to the individual’s visualiza- 
tion of future want fulfillment. Future incomes and wants are assumed 
to be accurately estimated; but how vivid are they to the individual 
today? The answer will doubtless turn on psychological matters 
where the economist should not tread; but the community’s mores will 
determine the prestige connected with a given pattern of consumption 
expenditure, and so affect the general pattern of consumption in which 
the individual wishes to lay out his life—say, an increasing level over 
one’s life span of real welfare. Aside from this social influence, there are 
likely to be purely personal elements of psychology operating. 

We can illustrate the meaning of the three “estimates of the future” 
by taking (b) as an example. “Neutral estimate of the future” signifies 
indifference with respect to the time when a want fulfillment is re- 
ceived. This is psychological neutrality with respect to time. Such neu- 
trality does not mean that an individual is indifferent whether he has 
a marginal unit of income to consume now or in the future, for this 
indifference rests in part upon an objective, a non-psychological fact: 
the level of income now, and its expected level in the future. If an 
individual has a “neutral estimate of the future” and expects his wants 
to remain at a constant level, he desires an equal quantity of goods 
for every period of his life span: he tries to allocate any heap of 
resources available to him so that his objective, real income is constant 
over each time period of his expected life. In other words, with “neutral 
estimate of the future” the desired time shape of income is flat if wants 
are expected to be constant. But wants may be expected to decrease, as 
through change in tastes or diminution in number of dependents, or 
they may become uncertain because life itself is uncertain. In such 
case the individual would prefer to allocate his income more abundantly 


life.” This element we exclude from our definition, taking account of it separately. Our 

“underestimate” specifically does not imply any necessary element of error or wrong 

estimate in an individual's attitude toward future satisfactions. Béhm-Bawerk does include 

the implication of a possible mistake in his use of the term: “Wir unterschitzen systematisch 
unsere kiinftigen Bediirfnisse und die Mittel, die zu ihrer Befriedigung dienen.” (Kapital 
, und Kapitalzins, Il, Positive Theorie des Kapitals, Erster Band, Vierte Auflage, Jena, 
y Gustav Fischer, 1921, p. 332.) 
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o the present and near future than to the distant future. To generalize: 

9 matter how the level of wants should vary over time, the desired 
llocation of consumable income would vary also so that the marginal 
tility of income at the time it is consumed is constant.* 

But with “underestimate of the future” the desired allocation of con- 
umable income would be such that the marginal utility of income at 
he time it is consumed is greater, if consumption is to take place 
n the future rather than in the present. And with “overestimate of the 
uture,” income would be allocated so that its marginal utility at the 
ime it is consumed is less, if consumption is to take place in the future 
ather than in the present. 

The relation of these three elements—estimate of the future, levels 
f wants, and levels of incomes—in determining when a unit of real 
ncome is desired for consumption, is most easily visualized in the 
ontext of a Fisher map of an individual’s system of time preferences* 
Figure 1). On the x-axis is represented present income, on the y-axis 
uture income, say, one year hence.° The curves 1, 2, 3, . . . are indif- 
erence curves, connecting points of the same total utility for the in- 
ividual; that is, each curve illustrates his time preferences at certain 
articular levels of preSent and future income. We define the concept 
f “time preference” as the proportion between two quantities A and B, 
here A is the amount of future income which will just compensate 
he individual for the loss of B, a given amount of present income. 
he concept may be either marginal,® or may be valid as an average 
ver a considerable range of income transfer. 

The curves are drawn convex to the origin on the plausible ground 
hat if present income is high enough and future income low enough, a 
mall gain in future income will compensate one for a large loss in 
resent income; that greater compensation is needed as one moves 
o the left and up; until there are converse results when future income 
s very high, present income low. The general character of adjustments 
ill not change if this rule of convexity does not hold for special in- 
ome ranges. As with indifference curves generally, any combination of 


‘An individual’s given estimate of the future might be valid over a limited time range 


nly; and even for that time range it might occasionally shift drastically. 
‘I. Fisher, Theory of Interest (New York, Macmillan, 1930), chap X. 


‘These are to be taken in money terms. If prices are expected to change, adjustment 
lust be made for future income. The adjustment of m years cannot be represented on a 
= but is similar in principal. Each year r, of the m years, is related to r+ 1 as 
dicated. 

So that for neutral marginal time preference, the slope of the indifference curve at 
he relevant point would be 1; with time preference for the present, the slope would be 
reater than 1; with time preference for the future, the slope would be less than 1. (The 
sopes of lines downward sloping to the right are taken in all cases as positive.) 
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incomes represented on curve 3 is preferred to any combination op ? 
which in turn is preferred to any on /, etc. 

If we have developed such a map of time preferences for an ing. 
vidual out of curious scrutiny of his behavior or from inquisition, y 
can read off, for any given values of present and future incomes (item 
(3) of page 81), whether the individual prefers to have a marginal ypj 
of income for consumption now, or a year hence. Or, stating the sans 
preference in the phrasing suggested above, we can specify for give, 
present and future incomes his “marginal rate of time preference.” 
or the quantity of future income which will just compensate the ind. 
vidual for loss of one unit of present income. This ‘marginal rate of ting 
preference” can be viewed as depending on two elements: first, the 
wants of the individual now which, taken in conjunction with today’ 
income, determines the marginal utility of today’s income; and the in. 
dividual’s estimate of his wants a year hence (‘‘wants” being item (2) 
of page 81), which taken in conjunction with the income of a year 
hence determines the marginal utility of that income.’ Second, the mar. 
ginal rate of time preference depends in addition on the present valu- 
tion by the individual of this future marginal utility, or as we hav 
called it, his ‘estimate of the future” (item (1) on page 81). 


II 


(1) It is likely that the market rate of interest will differ from any 
one individual’s marginal rate of time preference before borrowing o 
lending possibilities are taken into account. Then he can improve his 
position by borrowing to increase present income or lending out oi 
present income. Suppose that an individual considers himself no better 
and no worse off if he gives up $1.00 today, to receive back $1.05: 
year hence. This ratio, 105/100, is shown in Figure 1 (at preset 
income OA and future income OC) as a/b. It is possible that the market 
rate of interest for riskless investment is 8 per cent. The line RR’ rep 
resents this rate, its slope DE/DB being in the ratio of 108/100. ln 
such case the individual improves his situation by lending, moving 10 
the highest indifference curve attainable by him through giving 
DB of today’s income to gain in exchange an addition of DE to his it 
come a year hence. 

Similarly, at a lower interest rate than 5 per cent the individual wil 
improve his position by borrowing.* 

' There is the complicating factor that savings involve for many individuals a significat 
current utility, irrespective of whether or not the income saved will in the future actually 
come to be consumed. To allow for this we can refine our statement: the present marginal 
utility of future consumption will be understood to include any valuation set by the 


individual on the accomplishment of current saving. 
This complication was suggested to me by Professor Paul A. Samuelson. 


*We use the term “individuals” to mean all units making decisions with respect 
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(2) Aside from opportunities to increase his satisfaction by borrow- 
ing or lending at the going rate of interest, the individual may be able 
to alter his income in year 2 by devoting some of the resources avail- 
able to him in year 1 to “productive” uses rather than consuming them. 
Business firms especially are confronted with a considerable range of 


y 


3 
2 
1 
L 
A x 
Fic. 1 


choice in diminishing this year’s distributed income in order to obtain 
assets with which they hope to increase future income. Assuming, as 
we must, that income for all years other than the two under considera- 
tion is constant, the individual will find that, with any given income for 
year 1, a certain maximum income for year 2 can be obtained.*® Sup- 


disposition of assets, including firms, but excluding central banking authorities whose 
relevant decisions had best be taken as data. The distribution by a firm of any part of its 
assets to its owners is then equivalent to “consumption” by a private individual. (Alterna- 
tively, the decisions of firms with respect to disposition of their assets might be viewed as 
pro-ratable among the individuals who collectively own the firms. If we keep our theoreti- 
cal bookkeeping straight, the net result should be the same for the whole society.) 


‘The concept of “productive” will be defined below. 


‘Time is supposed to remain stationary within a given “year,” to lapse from one year 
to the next. Cf. Fisher, op. cit., pp. 264-66, 259. 
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pose we call the curve connecting such points of maxima a Yield cury 
(HM of Figure 2). No point to the left of this curve will be chosen by 
the individual since it represents a less than optimum use of resources 
and all points to the right are unattainable.’ 

But what is convenient to put into this concept of Yield? At this 
point we diverge from the Fisher analysis. We do so in deference tj 
the analysis and emphasis in recent years on the motive of liquidity 
or better stated, perhaps, of the absence of illiquidity—for holding as. 


x 


Fic. 2 


sets. During the years of the locust we have become acutely aware that “Inter 
individuals may, in the face of uncertainties about future returns, find easured 
it advisable to hold a considerable portion of their assets in the form 
of money; with consequent repercussions on the economy. To get 
eralize, each individual faces for himself the decision of not only how 
to divide his income between consumption goods and earning assets 

“ A similar curve is called by Fisher the Investment Opportunity curve (p. 264); ad 
by Bradley the Income Opportunity curve (Quart. Jour. Econ., Nov., 1943, p. 134.) 


We assume for simplicity that there is increasing opportunity cost throughout; i¢. 
that the curve is convex to the origin, though it may in fact take other forms in special 
areas. If so, as may be seen below, a small change in the market rate of interest will induc 
the individual to “jump” from one adjustment to another. 
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(money, securities, and real capital goods), but also another decision, 
which over the whole economy may at a given time be far more im- 
ortant: in what form to hold his already accumulated assets. An im- 
portant element in that decision will be the liquidity value of given 
ssets. 

We should like to recognize the importance in decisions of this 
(Keynesian) liquidity value of assets, while still retaining the advan- 
tages of simplicity and clarity in the (Fisher) indifference curve repre- 
sentation of time preference.** We have here another margin, the sig- 
nificance of which merits its being given explicit place with “productiv- 
ity,” interest, and time preference. We try to meet the problem of its 
representation by’ incorporating the liquidity element in the yield 
curve. Our justifications for doing so are (a) that individuals differ one 
from another, both for subjective and objective reasons, in their esti- 
ates of the liquidity value of holding stocks of assets, just as they do 
ith respect to the “productivity” value of assets; (b) that the mar- 
ginal liquidity value to an individual of holding a given asset is not 
a constant, but a function of the quantity of the asset, at least up 
to a certain point—true also of the individual’s estimate of the mar- 
ginal product of an asset; (c) that the individual’s estimate of the 
liquidity value of adding an asset to his holdings is his estimate of the 
expected gain (loss) to be derived from possessing’ the power of dis- 
posal of the asset. It is the expected indirect gain (loss), and immedi- 
ately comparable with expected direct gain or “product.” Hence 
liquidity value, we argue, can logically be put with other elements of the 
individual’s calculation of total gain or loss from possessing assets. 
The desirability of holding a specific asset over time—a commodity, 
a security, or money—trather than consuming it (if possible) or ex- 
hanging it for another asset’* may be looked upon” as dependent in 
art on two qualities of the asset: P, its expected advantages for pro- 


‘Another and vital weakness of the time preference theory as an explanation of the 
evel of interest is given below, pp. 89-90. 

“Interest can be looked upon as. the percentage return on securities (or inversely, as 
measured by the price of securities bearing a given return); or as a percentage return on 
oans of money (or inversely, as measured by the present price at which future money is 
sold). It seems simplest to us here to view interest as given by the rates at which securities 
re exchanged against money. Selling money (for securities) is lending; selling securities 
(for money) is borrowing. The price of a given security varies inversely with the interest 


ats 

ex Securities differ from each other with respect to their life span, their promised or normal 

nd tturn, and the degree of risk pertaining to realization of this return. We use the phrase 
‘the interest rate” in the following to refer to the rate of return on a riskless, perfectly 
iquid investment; e.g., on call loans, Higher returns then would be explained by risk 


illiquidity. 
~ Partly following J. M. Keynes, General Theory of Employment, Interest and Money 
(New York, Harcourt Brace, 1936), pp. 225-29. 
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duction of income, minus such costs and wastage and risk of theft 
etc., as holding it entails; and L, its advantages as being a pool of 
liquid purchas:ng power. The algebraic sum of these, P + L, expresse 
as a per cent of the particular asset, is called by Professor Robertso, 
a “commodity rate of interest,” and by Lord Keynes an “own-rat, 
of interest.’”** It measures the percentage excess over a given amount 
of an asset today, of the amount of the same asset the individual woul 
be willing to accept in exchange in the future; e.g., a year hence. Tha 
is, it measures the percentage increment, in terms of quantity of a 
asset, which possession of that asset promises to an individual. 

A third factor needs to be taken into account. We have measured the 
return in terms of each specific commodity, and the given commodity 
might not have as high a price in terms of money a year hence as it 
does today; or it might have a higher price. To all individuals con. 
cerned with maximizing present value of assets, or with Some similar 
concept of objective worth maximizing (and this will include all cop- 
sumers who have access to a market where they can sell the asset), 
the possibility of change in the price of the asset on the market will be 
a conscious problem. A percentage allowance for the expected price 
change in the asset, C, must therefore be considered together with the 
foregoing P and L in order to get a figure for the money worth, in per- 
centage terms, of possession of a quantity of the asset. The formula” 
will read: (1 +P +L) (1+ C)—1. This formula may be applied to 
a marginal unit of an asset to measure what we call the Marginal Yield 
of the asset. 

Every individual will try to adjust his holdings of assets so that the 
yield of every type of asset will at the margin be equal; though the 


“1D. H. Robertson, “Some Notes on Mr. Keynes’ General Theory of Employment, 
Quart. Jour. Econ. (1936-37), p. 184; Keynes, op. cit., pp. 222-29. A partly similar con- 
cept is suggested by P. Sraffa, “Dr. Hayek on Money and Capital,” Econ. Jour. (1932), 
pp. 49-50, and “Money and Capital: A Rejoinder,” p. 251. 

If the spot price of wheat is $1.00 a bushel, and the contract price for delivery one year 
hence is $1.05 when. the money rate of interest is 4 per cent, then $1.00 will buy on 
bushel of wheat for immediate delivery; or alternatively it will buy ($1.04 a year hence 
which will purchase approximately) 0.99 bushels a year hence. Since a bushel of whet 
today can be exchanged for 0.99 bushels a year hence, the wheat rate of interest is mins 
1 per cent. 

It is only because of our habit of phrasing all prices in terms of “money” that the money 
rate of interest is explicitly brought into the above calculation. The wheat rate of interes 
could logically be expressed directly instead of through the intermediation of money. 

For example, suppose that 100 bushels of corn is expected to contribute to the produc- 
tion of a farm a year hence (perhaps in the form of added milk or meat) an amount which 
will purchase 120 bushels of corn then. P is then 20 per cent. There may be some liquidity 
value to the farmer from the possession of the corn, aside from its use in production, sa 
2 per cent. But suppose the price of corn is expected to fall 10 per cent from this yea 
to the next. Then the gross return in value terms is (i + .20+ .02) (1 —.10), or 10% 
per cent; the incremental yield is 9.8 per cent. 
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relative importance of the constituents of the yield, P, L, and C, will 


o differ from asset to asset. And different individuals will estimate dif- 
ed ferently both the marginal yield and the constituents of the marginal 
On vield of a given asset. 


te J ~=Whatever the relative importance of the elements, the complete for- 
nt mula, (1+ P+ JL) (1-+ C)—1, will define the range of those op- 
ld Hetimum income possibilities confronting an individual which we have 


called the Yield curve. The curve represents the direct and indirect 
maximum income possibilities confronting a given individual through 
holding assets and/or utilizing them in production.*® The individual will 
increase or decrease his holdings of a given asset (commodities, securi- 
ties, or money) or shifts between assets in accord with what promises 
the largest yield.” 

The RR’ line represents, it will be remembered, the riskless rate of 
interest on securities bought out of present income or sold to increase 
present income. This kind of decision with respect to lending or bor- 
rowing must, like all other decisions of the individual, conform to the 
general principle that the marginal gain (loss) from any action will at 
equilibrium be equal to the marginal gain (loss) from any other action. 
We simply separate out, from a homogeneous group of decisions, one 
kind of decision for special representation. The securities may or may 
not be newly issued; but a discrepancy between the flow of net money 
savings and the value of newly issued securities will evidently tend 
toward equilibrium readjustment in prices—that is, toward an equili- 
brating interest change—and in holdings of all securities, and in fact of 
all assets. 


Keynes gives the formula (op. cit., p. 227) as the equivalent of P+ 2+ C. But the 
correction for price change must logically be applied to the total own-yield (e.g., to 
122 per cent), not to the additional own-yield only (the 22 per cent in our illustration). 
And the correction is not to be applied by addition or subtraction, but by multiplying. 
(Similarly, on p. 224, the formula x-a is approximately true only if a is small. The accurate 


ormula is 2 — 1). Cf. Keynes, General Theory, pp. 224-28. 
+ a 


“The Keynesian marginal efficiency of capital is the internal rate of return over cost 
arned on a marginal investment, couched in money terms. We have not defined our P 
nd LZ above as applying only to an investment which barely pays its way. But if we did, 
hen the marginal efficiency of capital equals (1+ P) (1+ C) — 1. The marginal efficiency 
oncept does not include such liquidity value as certain assets may possess. Cf. General 
heory, Chap. 11, 15; p. 224. 

”This curve, like the RR’ line, must represent a riskless return. For on the y-axis is 
lotted sure future incomes, not incomes subject to a risk discount. Higher nominal returns 
herefore must be offset by liquidity and/or risk disadvantages. 

” We have defined the yield curve, like the map of time preferences, in terms of money. 
oth can be defined in real terms, for single assets, or for groups of assets. The latter may 
a relevant way of looking at the situation in a barter economy, or for individuals who 
0 not think in terms of money values. 
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At this point we should review a crucial weakness of this theory ( 
if we are urged to accept it as an explanation of the level of the intereg ana 
rate—a weakness which remains even after we have expanded ti frol 
original theory by putting liquidity preference into the yield curve. Thy ince 
criticism has been made convincingly by Scitovsky™ and others thy as 
interest is a price into whose determination the factor of accumulatig indi 
and disaccumulation of stocks is peculiarly important. Shifts amon inte 
assets are usually** much more important in determining the interey to | 
rate than the net addition to assets in any moderate period of time the 
say a year, because the value of accumulated assets is many time 
as large as the annual addition to assets.** More exactly, the volum 
of transactions involving already existing assets is large compared ty ( 
the volume of transactions in newly created assets. Hence in oy 
graphic representation, the bulk of the transactions affecting the ip. 
terest rate take place through shifts among assets within the yieli 
curve; and the transactions shown along the market interest line RR 
will be relatively few and unimportant. 

One is led to put praise and blame of the time graphic-time prefer. 
ence theory together in one breath: that it represents with much clarity 
an influence on the rate of interest which is normally unimportant, |i 
does not adequately explain the level of the interest rate; it does vividly 
illustrate the relation of time preference to the interest rate. The latter, 
though it seems in general a fault of emphasis, is for our special purpos 
a virtue, since the concern of this paper is the relation between certai: 
time preference concepts, and interest and the yield from capital assets 

The aim of the individual is to maximize his satisfaction, so far « 
the limitations of available opportunities permit. He therefore (Figur 
2) uses his resources to produce OA income this year and OC income 
for next year. He borrows AD (an addition therefore to this year’s it 
come) at the cost of diminishing next year’s income by CG. His mar 
ginal rate of time preference (measured by the slope of curve 2 at £), 
is equal to the interest rate (measured by the slope of RR’), whic 
in turn tends to equal the marginal yield of every asset held (measured 
by the slope of HM at B).* At such an adjustment, he has arrived a 
the highest income situation possible to him. 


™ “A Study of Capital and Interest,” Economica, August, 1940. 

* There is the possibility that sometimes the amount of issue of new securities, net rel 
investment, or increase in quantity of money will be strategically important in influencig 
individual estimates of the yield possibilities of other assets. 

* Immediately, the value of existing securities is large compared to the value of tit 
annual issue of new securities; and “speculative” funds already in existence are large com 
pared to the annual change in the quantity of such funds. 

*'In each case, of course, the percentage increment is given by the slope minus 1. 
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(3) A supply curve of savings can be derived easily from the above 
analysis. If we take the income of the individual as fixed, we can plot 
‘rom the data the funds he would desire to borrow for or lend out of 
‘ncome at various interest rates.** Assume (Figure 2) this year’s income 
as OA and next year’s income as OC. Then at the rate of interest 
indicated by the slope of RR’, he will wish to borrow AD. At higher 
‘nterest rates (that is, with RR’ lines of steeper slope) he will wish 
to borrow less, until finally he becomes a lender. We can plot against 
the interest rate (Figure 3A) the amounts of present income remaining 


i 


ba eb 


“ 


PRESENT ¢ EUPPLY OF SAVINGS 


Fic. 3A Fic. 3B 


to an individual after he has lent or borrowed; or we can plot this neg- 
atively (Figure 3B), showing the traditional relation between interest 
and supply of loanable funds out of income. 

Where investment opportunities exist for the individual (firm), 
present and future income cannot be assumed fixed, but, as the interest 
rate changes, will vary in accord with the rule of tangency between 
the RR’ line and the yield curve.” And since a change in the interest 
rate will affect indirectly the anticipated returns from holding assets, 
the shape of the yield curve will change somewhat as RR’ rolls around 


et real 
jencing 


This follows Fisher, op. cit., pp. 260-62. 
269-71; pp. 277-80. 
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it. With these qualifications,” we can draw a supply curve of loanable remo\ 
funds for such an individual. as de] 

Two further notes may be in order before leaving this subject: future 


(a) It is persuasively argued that, within the relevant range, the supply logica 
of savings is unresponsive to changes in the interest rate. If so, we we ha 
have implications about the shape of the indifference curves in the margi 
relevant area. Patterns leading to this result can easily be drawn. We al 


(b) With respect to the time preference schedule (indifference curves) The |. 
applicable to firms, it is evident that if their objective is to maximiz into al 
present value of assets, their indifference curves are straight lines We 
parallel to RR’ (Figure 2), where RR’ is drawn so that its slope minus cost 0 
one equals the interest rate.” This of course is a special case. curitie 
Ill interes 

in any 

To review a few conclusions on neutrality with respect to time: We not co 
have held that when there is “neutral estimate of the future” (in. be cle 
difference as to the time when a given want-fulfillment is received), margir 


the influence of the psychological element in time preference is evidently the me 


™ The above is a partial equilibrium analysis. The method can be used to derive a short- 
run supply curve of money savings valid for the whole society only by deserting the now 


unreal assumption that incomes or yield opportunities are fixed. For the changed amounts We 
of investment consequent on the changed interest rate directly imply a changed level of clusion 
aggregate income, from which any given interest rate will elicit a different supply of money . 
savings. We may of course, if we still want to use this method, make fairly heroic guess capital 
about the amounts of successive changes in incomes and yield opportunities correlated with specific 
successive changes in the interest rate. remove 
For a long-run analysis the method remains applicable—and for this purpose we use it tunitie 


below—if we are willing to grant the thesis that prices will change ultimately to brin 
about full employment (or will keep falling at such a rate as to bring about full employ- situatic 
ment!), whatever the supply of money savings a given interest rate calls forth. Income need te 
and yield opportunities will then be those which would exist under full employment 


conditions at the various interest rates. of inco 
“Time preference may logically be ignored because it is considered unimportant: but The 
still in a general theory—perhaps a Lange version?—there might well be advertised room 
for the option which wealth owners have of not only holding their assets in the form of It is 
buildings or grain or money; but also, as Robertson fears, of turning their assets into beer. of a disc 
May we not still respectably talk of an interest bribe to restrain consumption? Lor ® That 
Keynes apparently would not seriously object to this addition to the building stones of his interested 
theory. (Econ. Jour., June 1938, p. 321). It seems evident that this is not a barra 2Or i 
theoretical possibility only. (F. Machlup, “The Consumption of Capital in Austria,” Re. Tp os 0.44,, 
Econ. Stat., January 15, 1935.) valued at 
Tf this is not evident, it can be seen from Figure 2. The optimum adjustment we have is anothe 
described would be at OA present income, and OC (= AB) income for next year. But 43 equipmen 
income next year, discounted at the going interest rate indicated by RR’, would haves demand j 
present worth of AR’. Total present value of income would be OR’, the maximum possible latter cor 
through any attainable combination of this year’s and next vear’s incomes. “Imput 
An imperfect capital market (uncertainty as to the prices at which assets bearing involves | 
given yields can be sold) makes that decision of the firm which will maximize present value hot “allo 
of assets also uncertain. a station 
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removed. The marginal time preference of an individual can be viewed 
as depending upon his “estimate of the future,” his present wants and 
future wants, and his present income and future income. The psycho- 
logical element in time preference is not necessarily removed when 
we have “neutral (or zero) marginal time preference”; i.e., when the 
marginal rate of substitution along an indifference curve is one to one. 
We are trying to isolate the psychological aspect of time preference. 
The latter concept illicitly introduces the flow of objective incomes 
into an equation from which they were supposed to be removed.*° 

We neglect below the elements in interest of risk of default and 
cost of lending, assuming there exists only one, riskless grade of se- 
curities. The way in which risk and cost of lending figure in actual 
interest rates is clear enough. Risk will always be an element in interest 
in any society in which estimates. of opportunity and of character are 
not completely accurate; and cost of lending interposes a hurdle to 
be cleared, and hence a block to complete equality between the 
marginal rate of substitution between present and future income, and 
the marginal rate of return on assets. 


IV 


We now try to use the tools we have described, to arrive at a con- 
clusion for the ancient problem of the level of the marginal yield of 
capital, marginal time preference, and interest, ceteris paribus, and 
specifically, when the psychological element in time preference is 
removed. First let us assume that we are in a range of yield oppor- 
tunities where capital assets generally have a positive yield. Is this 
situation compatible with a neutral estimate of the future?** We shall 
need to block out changes in the population, in tastes or distribution 
of income, and techniques. 

The assumption that capital assets have a positive yield® is in our 


”It is on this ground that we justify the introduction of the tolerably awkward concept 
of a discount (premium) on future satisfactions. 
. "That is, neutral estimate of the future at least within the range of incomes we are 
interested in. 

_ Or, if we prefer other terminology, “if the margin between cost of factors and price 
of product has not been competed away.” The anticipated (direct or indirect) product is 
valued at a higher amount than the factors embodied in the capital and used up. There 
$ another concept of positive yield of capital, which we do not imply: that as capital 
equipment is added in a productive process, output is increased; and if elasticity of 
demand is greater than one, value of output is also increased. No account is taken, by this 
fatter concept, of the cost of the capital equipment. 
; “Imputation” of the value of a produced good to the factors entering into it surely 
involves nothing different from the ordinary competitive process. Imputation which could 
not “allow the slightest permanent gap” between product and factors may well exist in 
a stationary society and elsewhere as a psychological matter. But with respect to realized 
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terminology the condition that (1 + P + L) (1 + C) is greater thay for p 
one. This is evidently an ex ante concept: we are concerned with the lend | 
actions of producers and speculators who expect positive returns op befor 
real investment, though to the extent that the society is stable this intere 
distinction makes little difference. The producer would in a barter tion. 
economy try to borrow the factors to invest from their owners; and increa 
be willing to pay back at the end of the process their equivalent plus, if remail 
he had to, a part of his gains. In a monetary economy he will be willing interes 
to pay back what he had received plus part of his gains to the lenders less th 
of the purchasing power without which he cannot secure command real it 
over the factors. expect 
Will a premium be required by these potential lenders to induce cause 
them to acquire securities? We have assumed neutral time propensity, conclu 
and, as an aggregate for the whole of society, an anticipated w- assum] 
changed level of wants.** Lending (that is, the transfer of units of Thu 
available income from the present to the future) implies, with con Jim iquidi 
stant wants, that the marginal utility of the remaining present income rate in 
will be greater than the marginal utility of future income. Hence and “s 
individuals will in the aggregate require a premium (positive interest) to give 
to.induce them to lend.** The greater the borrowing by business men, of the | 
the higher the premium will be, and the lower the marginal yield of a " 
would | 


capital will be, until an equilibrium point is reached. 

What other changes in conditions might codperate in leading to 
equilibrium? (1) Underestimate of the future might arise. A disposition 
to discount future satisfactions would tend to choke off sooner the 
supply of loans, at some interest rate greater than zero. (2) It is als 
possible that wants might be expected to decrease; but for this there 
seems, as an aggregate and with a stationary population, no reasonable 
justification. Both of these changes deny our assumptions. (3) Finally, 
real income might be expected to increase (aside from the effect oi 
loan repayment on incomes) because of effect on productivity of in- 
creased real capital. (a) If money incomes are expected to be greater, 
prices remaining unchanged, then individuals will require a premium 
to induce them to lend, for they expect to be better provisioned in the 
future than at present. The marginal rate of substitution of future 


market prices imputation cannot exist other than as a force, which like other forces tends 
toward equilibria which are constantly being approached, but may not be reached. _ 

At any given time a gap may exist between value of capital goods and value of is 
product because capital is scarce. And it may be scarce because of various economk 
and non-economic reasons. 

** 4 resultant of unchanged population and tastes. 

“We need not make the rigid assumption that all individuals have identical tim 
preference schedules. 
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for present money income is greater than one. This unwillingness to 
lend unless offered a premium tends to choke off more abruptly than 
before the supply of loanable funds, and leads to an equilibrium 
interest rate still greater than that resulting from our original assump- 
tion. (b) If prices are expected to drop (in view of an anticipated 
increase in output resulting from real investment) while money incomes 
remain constant, then there is divergence between the money rate of 
interest and expected real rate of interest. A money rate of interest 
less than zero is required in order for real interest to equal zero; but 
real interest must be greater than zero in order to induce persons 
expecting an increase in real income to lend. Opposing effects from this 
cause tend to cancel out toward a zero rate of interest; but the 
conclusion of the positive rate as consequential from our original 
assumption still holds. 

Thus far in this section we have said nothing about the element of 
liquidity. If for any reason there is possibility of a rise in the interest 
rate in our conjectural society, then current buyers of both newly-issued 
and “second-hand” securities will require a premium to induce them 
to give up command over cash. From this reason a larger proportion 
of the assets of the society will, at any given interest rate, be wanted 
held in the form of cash (rather than securities or real capital) than 
would otherwise be the case. This in turn restricts the formation of 
real capital. 

The interest rate will be higher, the greater is the yield of capital 
assets; and, as an element in this, the greater is liquidity preference. 
It will be higher to the extent that there exists what we have called 
underestimate of the future.** It will be higher to the extent that 
individuals expect their money incomes to rise relative to their (money) 
wants. 


V 


This cause of interest would not exist if capital assets had no positive 
yield in value terms; that is, if (1 + P + ZL) (1-+ C) —1. To isolate 
he effect of time-consuming methods of production only, we add an- 
ther element to our list of those “held constant.” We have already 
ssumed a stationary population, unchanged tastes and distribution 
{ income, and a neutral estimate of the future. We now add the 
ssumption that capital assets have grown so abundant that their yield 


“Any given change in the level of estimate of the future would probably involve a 
reater change in investment in a rich society than in a poor society. For in the former 
here present and (in prospect) future wants were well cared for, there would probably 
¢ a smaller difference in current utility resulting from the transfer of one unit of income 
tween the present and future; and hence any given change in ‘propensity would require 
he shifting of more units of income between the present and future. 


| 
| 
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is zero.’ Hence, the product of capital just equaling its cost, there js unde 
no incentive either to expand or to contract the output of capital tion ¢ 
equipment. of a} 

But production requires time, and the final output is received at a rate | 
later point than that at which the factors contributed their services, repro 
Will any discount arise on the value of product from this cause? Under Ovi 
conditions of constant wants—which continue to appear a plausible there 
assumption as the aggregate for the whole economy—consumers would costs 
allocate any increment of income over their life span so that the total produ 
quantity of income was in every period the same. What would be the positi 
expectation in our assumed society with respect to the production of If, 
income per time period? In a “stationary society”—in which capital the fu 
had multiplied to the indicated extent, the technical horizon remained or bec 
unchanged, and quality and quantity of factors was constant; or in abund 
which a change in one element was just offset by compensating change assets 
in some other element(s)—income would logically, on the basis of uncert 
past experience as well as of anticipation, be expected to be constant a dimi 
in every time period. With wants expected to remain at constant levels that tl 
also, there would be no disposition either to postpone or to accelerate state ¢ 
the consumption of income. Marginal time preference would be equal might 
to one. again | 

One final element should be considered specifically. Will liquidity of the 
preference exist? Only if there is expectation of some change in the as to 
situation: of a change in the yield of capital, estimate of the future, capital 
or wants and incomes expectations. If our assumptions are expected to result 
remain valid, there is no room for liquidity preference.” A vi 

In such a stationary flow—though its specifications are rigid enough propor 
—the liquidity preference theory breaks down as an element in the future, 
explanation of interest, either a money-rate or commodity-rate oi income 
interest; and the yield of capital cannot explain interest. The level In g 
of estimate of the future alone would explain its appearance, since in affect ¢ 
the objective facts of the economic environment are to be found m rium ir 
bars to compel the psychology of the individuals of the society to be 
such as to lead to neutral estimate of the future. With, for example, 

* The yield of capital will always be zero if its marginal physical product is ze The 
(neglecting for the moment any possible liquidity advantage connected with holdin can be 
particular assets). It will also be zero when marginal physical product is positive (a advant: 
negative) and elasticity of demand for its product is one. These cases are not interesting 
since entrepreneurs would not produce at this point unless capital equipment were free; "If th 
i.e., unless the factors entering into capital were valueless, an unreal supposition. Henc Wiicdne 
we must mean only this: that the contribution which capital makes to value of produc CaN 
is just equal to the cost of the factors incorporated in the capital. bpecific a: 

x Barring individual cases of miscalculation which in the aggregate would cancel out, = ” Subic 
neglecting any deviation of production and consumption from the norm for non-econom complete! 


causes. 
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underestimate of the future, positive interest arises, restricts the forma- 
tion of real assets, and leads toward an equilibrium in which the yield 
of a marginal capita] asset is positive and equals the positive money- 
rate of interest.** Such a society may still be “stationary,” may just 
reproduce the new lower level of real assets. 

Overestimate of the future will tend toward an equilibrium where 
there are negative rates of interest—to the extent there are risks or 
costs involved in holding assets, uncompensated for by liquidity or 
productivity advantages. Underestimate of the future tends toward a 
positive rate of interest. 

If, conceivably, there is anticipation of a falling level of wants in 
the future—as possibly through uncertainty of how long one will live, 
or because of fewer dependents—real income will be allocated more 
abundantly to the present and near future, and the formation of real 
assets will accordingly be restricted. The influence of such a factor as 
uncertainty of length of life might aggregate over the society to cause 
a diminishing quantity of national income over time. We may generalize 
that there must exist abstinence or waiting in J. B. Clark’s stationary 
state or the Schumpeter circular flow, in the sense that the population 
might liquidate their total stock of capital goods, leaving fishermen 
again catching fish by the tails with their bare hands, if underestimate 
of the future, want-income relationships, and risk factors*® were such 
as to achieve this considerable result. The reproduction of existing 
capital goods is surely not “automatic,” but only a possible neutral 
result of opposing and diverse tendencies. 

A varying level of expected wants over time would lead to the dis- 
proportionate accumulation of assets close to the present, to the middle 
future, or more distant future. As before, the rate of flow of social 
income depends on the aggregation of individual decisions. 

In general, a change in any one of the elements of the situation will 
affect calculations throughout the economy, and lead to a new equilib- 
rium in which all variables are likely to have new values. 


VI 


The existence of a zero money-rate of interest in a stationary society 
can be viewed as the resultant of a number of factors: (1) the net 
advantages for the production of income of capital assets; (2) the 


‘ If the exchange of assets against “money” is blocked (as, e.g., in a frontier society 
where money is not commonly used), marginal yields may differ as between assets, imply- 
ing necessarily different own rates of interest, and restricting accordingly the use of 
Specific assets in productive processes. 

"Subjective, which individualg might face even though the society as a whole were 
completely stable, 


| 
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cost, wasting, and risks involved in holding the assets; (3) their 
possible liquidity advantages; (4) present wants and the expecte( 
flow of future wants; (5) present incomes and the expected flow of 
future incomes; and (6) the level of estimate of the future. Variation 
in any one of these will suffice to set up a new equilibrium in which, 
though the society may conceivably still be stationary with respect 
to the quantity of real capital assets, there will be a positive 
negative interest rate. Due to differences in the relevance and amounts 
of price change expectations with respect to individual assets, com. 
modity-rates of interest may differ continuously from the money-rate Tr 
and among themselves. A neutral estimate of the future—that is, in- 
difference as to when a given satisfaction is received—is compatible 
with positive or negative rates of interest in a world in which wants — 
and incomes are not expected to run congruently. — 
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INDIFFERENCE CURVE ANALYSIS APPLIED 
TO THE FOOD STAMP PLAN 


By D. Coppock* 


This article is devoted to the discussion of the effects of a “special 
purpose money” program, such as the Food Stamp Plan, upon the 
expenditure patterns of individual participants. The Food Stamp Plan 
was a program of the Department of Agriculture for the disposal of 
surplus commodities to needy persons and was in operation from 1939 
to 1943. Indifference curve technique is employed in this analysis. The 
method used is an adaptation of that of J. R. Hicks, as set forth in his 
Value and Capital. 

The accompanying chart provides the essential assumed data for 
the analysis. The assumptions involved in the chart are such as to 
make the situation of the hypothetical individual reasonably typical 
of actual situations. 

It is first necessary to explain the chart in detail. Let it be supposed 
that the individual devotes all of his income to two commodities, food 
(on the x-axis) and non-food (on the y-axis), and that his income is 
obtained and expressed as non-food. The unit of measure for food 
is taken to be the quart; for non-food the pound. The lines RR, RR», 
QQ,, etc., are sometimes designated, in this type of analysis, “outlay 
lines,” because any “consumption point” on one of these lines (say, 
point A on RR,) shows the amounts of food and non-food which could 
be purchased by this person with the outlay of a given income (income 
60 pounds of non-food or 40 quarts of food in the case of RR,). They 
are also designated “price lines,” because the slope of the lines shows 
the “price” or exchange ratio of food, in quarts, per unit of non-food, 
in pounds (or vice versa). The codrdinates of any point on a line such 
as RR, express the amounts of food and non-food obtained by expend- 
ing a given total income. Thus at point A on RR, 20 quarts of food 
and 30 pounds of non-food are obtained. The x-intercept (R.) shows 
the amount of food (40 quarts) which would be obtained if all the 
individual’s income were devoted to food; the y-intercept (R) shows 
the amount of non-food (60 pounds) which would be obtained if all 
his income were kept in the form of and devoted to non-food. 

+ The author, now in the United States Naval Reserve, assigned to the Office of Strategic 


Services, wishes to acknowledge the very helpful suggestions made by Dr. Peter G. Franck, 
Utice of Price Administration. The views Mr. Coppock expresses are his personal opinions. 
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Viewed as a price line, RR, shows that the ratio is 2/3 of a quart of 
food per pound of non-food, or 1% pounds of non-food per quart 
of food. Although there need be no misunderstanding in referring to 
these lines as price lines, it is usually preferable in this discussion, 
because only two commodities are involved, to call them “exchange- 
ratio lines.” Exchange-ratio lines RR., RR; and RR, show the effects 
of varying the exchange ratio between food and non-food: food be- 
comes cheaper in terms of non-food (and conversely, non-food becomes 
dearer in terms of food) as we move from RR, to RR,. For example, 
the exchange ratio expressed by RR, is 13/12 quarts of food per pound 
of non-food, or 12/13 pounds of non-food per quart of food, whereas 
with RR, it takes only 2/3 of a quart of food to obtain a pound of 
non-food, or 1% pounds of non-food to obtain a quart of food. In 
other words, the price of food declines from 1% pounds of non-food 
per quart to 12/13 pounds of non-food per quart. (The particular ratio, 
12/13, represented by RR, is chosen for use in the example below.) 

When the exchange-ratio line in operation is RR,, total income is 
still 60 pounds of non-food, but becomes equivalent in exchange value 
to 65 quarts of food. It is customary to say that income has not risen 
under these conditions, because income, assumed to be received in the 
form of non-food, remains at 60 pounds of non-food. Obviously this is 
a restricted meaning of “income,” and should be literally understood 
as signifying only that income measured in the receipt medium of non- 
food has not changed. Exchange-ratio lines above and parallel to RR,, 
such as QQ,, indicate larger incomes but with food and non-food having 
the same exchange ratio as in the case of RR,; lines below and parallel 
to RR, would indicate lower incomes; lines neither parallel to RR, nor 
having the same x- and y-intercepts would represent changes in both 
income and exchange ratio, but such lines are analyzable into these 
two components. In the case of exchange-ratio line QQ,, which shows 
a rise in income from RR, without any change in the exchange ratio, 
the increase in income may be measured along either axis without 
ambiguity, from R to Q in terms of non-food, or from R, to Q, in 
terms of food. 

Curve I, is an indifference curve, which shows the combinations of 
quarts of food and pounds of non-food which would make this indi- 
vidual equally well satisfied, i.e., combinations which are by hypothesis 
indifferently acceptable to him at any given time and under any other 
relevant, defined conditions. Indifference curve I, traces out combina- 
tions of food and non-food in the same way, but the points on I, rep- 
resent higher-satisfaction combinations than the points on I,. Simi- 
larly, I;, I, and I; are still higher indifference curves. The entire family 
of indifference curves of this individual, from which these five are 
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taken for purposes of the example used in the analysis below, repre. foo 
sents the taste pattern of the individual. A person seeks to dispose oj cur’ 
his income so as to place himself on the highest indifference curve in The 
his system that prices will permit. The taste pattern must be distin. of | 
guished clearly from the expenditure pattern, i.e., the division of income ( 
among various uses, which is determined by three factors, namely, taste rep! 
pattern, prices, and income, assuming, of course, that these three fac. the 
tors are independent of the expenditure pattern. The fact that the max 
segments of the indifference curves shown in the chart have a negative pou 
slope reveals that this person considers food and non-food substitutes 24 | 
for each other, i.e., he is just as well satisfied with a certain amount ly 
less food if he has a certain amount more non-food, and vice versa. incr 
The fact that the curves are convex to the origin means that the person ings 
has a diminishing marginal rate of substitution of food for non-food, of n 
i.e., he will accept additional units of food in place of non-food (say, (3 
rightward from point A on I,) only if he receives continuously larger ture: 
amounts of food per unit of non-food given up. The shapes of the tion: 
curves in the diagram are arbitrary, though plausible. Indifference pour 
curves are extremely difficult to obtain empirically. woul 
(RR 
indif 
We now consider the effects—in terms of satisfaction to the indi- (Cor 
vidual and the increase in food purchased by him—of (1) a reduction I, w 
in the price of food and (2) an increase in income involving the same choic 
cost in terms of non-food. Under each case we also consider the effects becat 
of a defined restriction on the individual’s freedom of consumer choice. the p 
The cost of the price reduction or of the income increase is calculated inter 
at the original exchange ratio of 114 pounds of non-food per quart o! on a 
food and the cost amounts to 15 pounds of non-food in all four of the price 
cases analyzed below. The cost is incurred by whoever makes the fooi woul 
available to the individual at lower prices or increases the individual’ with 
income. Henc 
Before taking up the four cases, let us define clearly the starting indiff 
position for the analysis. If the person has freedom of choice in allot: evadi 
ting his income between food and non-food at a given exchange ratid, (3 
he will choose the highest-satisfaction combination for him, i.e., the the se 
one which will put him on the highest indifference curve in his system that t 
of curves. This means, of course, that the combination he chooses The 
freely, with a given income and exchange ratio, is ipso facto his highest paral 
satisfaction combination. Thus, with an income of 60 pounds of not- of fo 
food and with the exchange ratio 1% pounds of non-food per quat! the c 
of food (as shown by RR, ), the person will choose the combination 0! these 
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food and non-food represented by point A, on the highest indifference 
curve (1,) which RR, touches (lower indifference curves not shown). 
The selected combination is 30 pounds of non-food and 20 quarts 
of food. 

(1) Now if the price of food in terms of non-food were lowered, as 
represented by a change in the exchange-ratio line from RR, to RR,, 
the person would find, with free choice and with the same income, his 
maximum satisfaction point at M on I,, involving the holding of 36 
pounds of non-food and the purchase of 26 quarts of food with the other 
24 pounds of non-food. Thus the reduction in the price of food from 
144 pounds to 12/13 pounds of non-food per quart of food evokes an 
increase in food purchases from 20 to 26 quarts and in non-food hold- 
ings from 30 to 36 pounds. These increments combined cost 15 pounds 
of non-food (or 10 quarts of food) at the original exchange ratio. 

(2) Had the person been denied freedom of choice in his expendi- 
tures, e.g., had he been prevented from acquiring or keeping the addi- 
tional non-food obtainable at the lower exchange ratio, and had 15 
pounds of non-food been devoted to the price decrease, the price change 
would have been from 1% to 1 pound of non-food per quart of food 
(RR,;), and he would of necessity have settled at point B on the lower 
indifference curve I,, with 30 pounds of non-food and 30 quarts of food. 
(Conceivably, the indifference curves could be of such a pattern that 
I, would be tangent to RR, at B, in which case denial of freedom of 
choice would be unnecessary to achieve the division represented by B, 
because all of the person’s additional economic power resulting from 
the price reduction would have voluncarily been devoted to food.) The 
interference with his freedom of consumer choice places the individual 
on a lower plane of satisfaction, I, instead of I,, even though the two 
price reductions cost the same (15 pounds of non-food). The individual 
would prefer to hold some of the additional non-food in accordance 
with his preéxisting taste pattern instead of spending it all on food. 
Hence, he would tend to try to improve his position—get on higher 
indifference curves—by moving up RR; from B toward E (on I,) by 
evading the restriction. 

(3) Consider next an increase in income for the individual costing 
the same as the price reductions (15 pounds of non-food). Suppose first 
that the individual has freedom of choice in the allotment of his income. 
The increased income is represented by the intercepts of line QQ,, 
parallel to RR,, the increase being shown either on the x-axis (10 quarts 
of food) or on the y-axis (15 pounds of non-food). It is clear from 
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‘ne chart that the equilibrium or maximum-satisfaction point under 
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curve I,. The individual is on a higher indifference curve than when 
he was the beneficiary of an equal-cost price reduction with freedom 
of choice (point M on I, in case (1)). 

(4) If the individual were denied freedom of consumer choice and 
were required to devote the entire increase in income to food and also 
to maintain his former purchases of food, the equilibrium point would 
be point B at the intersection of QQ, and indifference curve I,. Thys 
the individual, if he abided by the prohibition, could not but allot his 
expenditures in the same way as in the case of the equal-cost price re. 
duction without freedom of choice. 

Certain conclusions may now be drawn. This person gets the greatest 
satisfaction if he receives 15 pounds of non-food in the form of in. 
creased freely-expendable income (point C on I;). Next best to him 
is the price reduction with freedom of choice (point M on I,). The 
other two cases, price reduction without freedom of choice and income 
increase without freedom of choice, put the individual who conforms 
to the restriction at point B on I,. Hence, ex ante, the results coincide. 
But in the case of the price reduction without freedom of choice, the 
individual is “pulled down” along RR; only from point E on I, to 
point B on I,; whereas in the case of the income increase without free. 
dom of choice the individual is pulled down along QQ, from point ( 
on I, to point B on I,. Hence, ex post, the limitation of choice imposes 
a greater loss of satisfaction in the case of the income increase than 
in the case of the price decrease. From the point of view of the indi- 
vidual, the income increase with restriction on freedom of choice a 
explained is the least attractive of the four alternatives considered. 

It does not follow that it would necessarily be inappropriate publi 
policy to pursue either of the courses which involve restriction. Th 
individual may not know what is best for him; his health and long-rw 
welfare may well call for 10 quarts of additional food instead of a 
equal-cost combination involving some non-food and less than 10 quarts 
of additional food, even though the alternatives do not currently look 
equally attractive to him. Also, there may be general social reason 
for imposing the restrictions, e.g., the moving of more food off the 
hands of the suppliers. These remarks are not designed to advocatt 
either position. 

Consider now the increases in food consumption brought about by 
these four equal-cost alternatives. In the case of price reduction with 
freedom of choice, the increase in food takings amounts to 6 quarts: 
in the case of price reduction without freedom of choice (assumint 
conformance), 10 quarts; in the case of income increase with freedom 
of choice, 3% quarts; in the case of income increase without freedom 
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of choice (again assuming conformance), 10 quarts. Thus from the 
point of view of moving additional food, a price reduction with freedom 
of choice is superior to an income increase with freedom of choice (a 
yield of 6 quarts as compared with 31); and a price reduction without 
freedom of choice is likely to move more food than an income increase 
without freedom of choice because of the greater pressures for non- 
conformance in the case of income increase than in the case of price 
reduction. Income increase with freedom of choice is most attractive 
to the individual but least attractive as a device for moving food; the 
cases involving restriction of freedom are the best for moving food and 
are equally satisfactory to the individual except that the price reduction 
distorts the (ex post) expenditure pattern less than the income increase. 

It is also pertinent to answer this question: How much would it cost 
to make the individual just as well off—put him on the same indiffer- 
ence curve—with freedom of choice, as he was made by the compulsory 
expenditure technique accompanied by the income increase or price 
reduction? In terms of the chart, how much would it cost to put the 
individual on I,, which he is on at point B, with freedom of choice? 
By means of a price reduction, it would mean putting the individual 
at point D on I,, and would cost, moving from point A and using the 
original exchange ratio as in the preceding analysis, 7 pounds of non- 
food (2% pounds of non-food plus 3 quarts of food at 1% pounds per 
quart). By means of an income increase, it would require putting the 
individual at point G on I,, and would cost, on the same basis, 7% 
pounds of non-food (4% pounds of non-food plus 2 quarts of food at 
1% pounds per quart). Whether the price-decrease or the income- 
increase method is cheaper depends on the shape of the indifference 
curve: no @ priori conclusion can be drawn. 

However, an income increase and a food price reduction yielding 
equivalent satisfaction will always, with indifference curves convex to 
the origin, result in more food being taken in the case of the price 
reduction than in the case of the income increase. This may be observed 
graphically in the chart by reference to AF, the “price-change con- 
sumption curve,” and AC, the “income-change consumption curve.” 
AF describes the locus of points of tangency between the indifference 
curves and the exchange-ratio lines RR., RR2, etc., as they fan out 
from R as a pivot to show lower food prices. AC describes the locus 
of points of tangency between the indifference curves and the exchange- 
ratio lines RR,, QQ,, etc., as they shift upward and parallel to RR, to 
show increase in income. (The exchange-ratio lines determining points 
G, K and L are not shown.) The extent of the divergence between the 
price-change consumption curve and the income-change consumption 
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curve depends on the slopes of the indifference curves, i.e., the taste a cha 
pattern of the individual. Convexity of the indifference curves to the AF w 
origin precludes coincidence of the two consumption curves. If 
form 
chang 

The Food Stamp Plan corresponded, in terms of the present analysis, food 
to the case of an increase in income accompanied by restrictions on been 
freedom of disposal of income. In terms of the chart, the plan provided on RI 
for a parallel shift in the exchange-ratio line from RR, to QQ,, repre- pullec 
senting an increase in income, and required, in principle, that the I, to 
division of expenditures between food and non-food represented by Stamy 
point B on QQ, be adhered to. Funds for raising food expenditures the p 
50 per cent were made available to the participants free of charge: in ance 
the chart food purchases were to increase from point A (20 quarts) increa 
to point B (30 quarts) per period. The income with which the partici- proac 
pant purchased the 10 quarts was identified (marked) as expendable in 19 
for food only. (The gratuity was nominally expendable for only a cer- than | 
tain list of food items, but in fact the list was usually sufficiently broad know! 


or compliance sufficiently lax to make the distinction between this 
“marked money” and the money normally spent on food operationally 
meaningless for the participant.) With a view to ensuring that the 
person not divert to the purchase of non-food any of his income nor- 
mally spent on food, such income had to be identified as usable or 
expendable for food only. This requirement was known as the “freez- 
ing requirement” under the Food Stamp Plan. Any increase in non-food 
expenditures accompanying the plan was known as “substitution.” To 
the extent that this diversion occurred, the special purpose money 
mechanism and/or compliance with it were faulty. Graphically, sub- 
stitution meant the sliding of the “outlay-point” up QQ, from point B 
toward point C. If the freezing requirement were entirely inoperative 
in practice and if there were no change in the participant’s taste pattern, 
the participant would settle at point C, his maximum satisfaction point 
under the given conditions. If he did so, the 15-pound or 10-quart sub- 
sidy would evoke only a 3% quart increase in food purchases, so that 
the plan would be only 35 per cent effective, and substitution would 
amount to 6% quarts of food or 65 per cent.’ 

There is considerable qualitative evidence that the Stamp Plan 
brought about changes in the taste pattern of individuals in favor oi 
food. In terms of indifference-curve analysis these changes would mean 

* Actually, substitution was considerably lower, in the neighborhood of 35 per cent. 


See the present writer’s forthcoming book, Moving Surplus Commodities: The Lesson of 
the Food Stamp Plan. 
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, change in the slope of all indifference curves such that both AC and 
\F would incline more to the right than they do in the chart. 

If the 15-pound subsidy had been given to this participant in the 
form of a food price reduction, as represented by a swing in the ex- 
change-ratio line from RR, to RR;, with the requirement that non- 
food expenditures not be increased, the participant would again have 
been expected to divide his purchases in the manner shown by point B 
on RR;. But in this case the effective freezing requirement would have 
pulled him down only from M on I, to B on I,, instead of from C on 
I. to B on I, as under the mechanism actually employed by the Food 
Stamp Plan. Had the administrators of the Stamp Plan decided that 
the price-reduction technique was administratively feasible, compli- 
ance would have been psychologically easier than under the income- 
increase system. It is interesting to note that the price-reduction ap- 
proach was actually considered when the Stamp Plan was being planned 
in 1938, but that it was rejected as being more difficult to administer 
than the income-increase system, employing a special purpose money 
known as food stamps. However, the technical administrative problems 
may not be insuperable. 

Had the price-reduction approach been employed without a freezing 
requirement, #.e., without any restriction on the participant’s distribu- 
tion of his income between food and non-food, substitution would have 
been 40 per cent and effectiveness 60 per cent, as calculated in moving 
from A on I, to M on I, in the illustration represented by the chart. 
Now it so happened that for a number of reasons, some avoidable and 
some not, substitution under the Stamp Plan was, in various places, as 
much as 40 per cent, although generally it was about 35 per cent. 
Hence, with taste patterns similar to that shown in the chart and with 
a satisfactory administrative procedure for giving participants lower 
food prices at retail, approximately the same effectiveness could have 
een obtained without the use of the rather complicated freezing re- 
juirement and without any special purpose money. Our participant’s 
satisfaction could thus have been raised from I, to I, and his food 
Consumption raised 30 per cent (60 per cent of the cost) by a price 
eduction costing 15 pounds of non-food without the freezing require- 
nent. It should not be assumed hastily that participant taste patterns 
re correctly reflected in the chart. 

How much would it have cost to put the participant on I, without 
estriction of his freedom of choice? (Point B on I, is where the Stamp 
lan intended to put him, but I, or I, is the indifference curve to which 
bably maneuvered himself by various types of legitimate and 
legitimate evasions.) Using the income-increase method it would have 
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taken 712 pounds of non-food to move him from A to G, while using anal 
the price-reduction method it would have taken 7 pounds of non-foo4 the 
to move him from A toe D. (Note again that one method is not neces. find 
sarily cheaper than the other.) met! 
Let us now state briefly how much non-food it would cost, under repr 
each of the four alternatives, to evoke a certain (say, 6 quart) increas cons 
in food consumption by this individual: (1) price decrease from 1%, stitu 
to 12/13 pounds of non-food per quart of food with freedom of choice, The 
15 pounds of non-food (point M on the chart); (2) price decrease from wou! 
1% to 1 pound per quart without freedom of choice as defined, § on ¥ 
pounds (codrdinate values: x == 26, y==30); (3) income increase with of n 
freedom of choice, 32 pounds (codrdinate values: x26, y=5i, 13% 
—52 not on chart); (4) income increase without freedom of choice, ratic 
9 pounds (codrdinate values: x= 26, y==30). Assuming compliance mov 
with the restrictions, alternatives (2) and (4) are considerably cheaper Mc 
than (1) and (3). As pointed out above, purchase of the 6 quarts of non- 
food is more likely under (2) than under (4) because the pressure for A 
non-compliance is not as great. The following table gives the ranking requ 
of the four alternatives from the points of view of increasing the satis. incol 
faction of the individual and moving additional food (the latter ranking of G 
is the same whether expressed as the varying results of a given cost is la 
or as the varying costs of a given result) : of fc 
Al 
Increased satisfaction Increased consumption woul 
‘ to individual of food at C 

Alternative 
RANKINGS 
acco 
4 Stan 
(4) 4 2 be d 
fully 

It would appear to be a discovery of considerable practical signili- CG 
cance that a subsidy system involving a price reduction and a freezing repr 
requirement calls for less distortion of the participant’s expenditure qT 
pattern than a subsidy system involving an equal-cost income increase more 
with a freezing requirement, though they would yield the same increase requ 
in food consumption when functioning properly. The quantitative dil- the 
ference depends on the slope of the indifference curves. It is believed sion 
that the illustration used here has no “special-case” implications. stror 
incre 
IV TI 
It is interesting to consider the relation of Hicks’s concepts of “i- re 
S 


come-effect” and “substitution-effect” in connection with the preset! 


110 THE AMERICAN ECONOMIC REVIEW 


1945] COPPOCK: INDIFFERENCE CURVE ANALYSIS 109 


analysis. A reduction of the price of food represented graphically by 
the change from RR, to RR, would, with consumer freedom of choice, 
find the participant in equilibrium at point M on I, and RR,. By Hicks’s 
method, this result is analyzable into two effects, the income-effect, 
represented by the movement from A out along the income-change 
consumption curve AC to the point where it cuts I, at L, and the sub- 
stitution-effect, represented by the movement down I, from L to M. 
The income-effect of a price reduction is the increase in income which 
would be necessary to put the person on the same indifference curve 
on which the price reduction places him. In this example it is 9 pounds 
of non-food and 3% quarts of food (from A to L), convertible into 
137% pounds of non-food or 944 quarts of food at the original exchange 
ratio. The substitution-effect is measured in the same way as any 
movement along an indifference curve: hence the movement from L to 
M constitutes a substitution of 234 quarts of food for 3 pounds of 
non-food. 

A fully effective subsidy system involving a food price reduction and 
requiring consumption at point B by means of a “freeze” reduces the 
income-effect by LG (from AL to AG) and forces a substitution-effect 
of GB on I, (i.e., of 8 quarts of food for 4 pounds of non-food), which 
is larger than the substitution-effect of LM on I, (4.e., of 234 quarts 
of food for 3 pounds of non-food) evoked without a freeze. 

An income increase represented by the change from RR, to QQ, 
would find the individual, if unhampered in his choice, in equilibrium 
at C on I, and QQ,. In this case there is no substitution-effect, since 
an income change is not accompanied by a substitution-effect when the 
person has freedom of choice. However, if this increase in income is 
accompanied by a freezing requirement of the type required under the 
Stamp Plan, expenditures would, under the perfectly functioning plan, 
be divided between food and non-food as represented by point B. This 
fully effective freezing requirement would reduce the income-effect by 
CG (from AC to AG), and would produce a substitution-effect again 
represented by GB on I. 

Thus the fully effective Food Stamp Plan reduces the income-effect 
more than does the alternative price-reduction system with freezing 
requirement (CG as compared with LG). The substitution-effect is 
the same in both cases. This is another way of formulating the conclu- 
sion reached above that the psychological basis for conformance is 
stronger with the price-reduction technique than with the income- 
increase technique. 

The relation between Hicks’s substitution-effect and the concept of 
substitution as used in Section III above should be noted. If food pur- 
chases only are considered, Hicks’s substitution-effect resulting from 
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the reduction in the price of food is the increase in food purchases ove 
and above the increase in food purchases represented by the income. 
effect. Graphically, it is the difference between the abscissas of L ang 
M in the case of freedom of choice and between the abscissas of (¢ 
and B in the case of restriction on freedom. The (food) substitution. 
effect in the case of the income increase technique as employed by tl, 
Food Stamp Plan is also the difference between the abscissas of L and \. 

Substitution in the sense of Section III is simply the increase in non. 
food expenditures resulting from the price reduction or income ip. 
crease. Graphically, it is the ordinal difference between A and, say, 
M in the price-reduction case, and the ordinal difference between 4 
and, say, C in the income-increase case. Substitution is zero at B in 
either case when the restriction on freedom is imposed. The relation 
between the two concepts may be summed up as follows: the greater 
the substitution-effect the less the substitution of non-food for food 
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COMMUNICATIONS 


The Repurchase Provisions of the Proposed 
International Monetary Fund 


Some thoughtful critics-of the final text of the Articles of Agreement of the 
International Monetary Fund as submitted to their governments by the Dele- 
gates at the Bretton Woods Conference have expressed anxiety concerning 
what appears to them to be an almost inevitable “seepage” of strong cur- 
rencies from the Fund. They are fearful that the instrument is technically 
defective and that in practice there is danger of a loss of strong currencies, 
especially dollars, even when the strong currency countries have a long-run 
equilibrium in their international balances of payment. This “seepage” they 
feel would be quite apart from, and additional to, the glutting of the Fund 
with weak currencies which would follow prolonged failure to deal with the 
underlying economic causes of balance of payments disequilibrium.* 

These anxieties appear to be due partly to a misunderstanding of how the 
day-to-day operations of the Fund would be conducted, and partly to the 
lifficulties of interpreting the language of the repurchase provisions as it ap- 
ears in Article V, Section 7 of the Articles of Agreement.? 

This language is extremely condensed, and requires a certain amount of 
larification even for the hardened reader of technical documents. This note 
intended solely to provide this clarification, first by a brief discussion of 
ie principles embodied in the repurchase clauses, and second by giving a 
eries of arithmetical examples designed to show whether or not, under reason- 
ble assumption concerning long-run balance of payments equilibrium, they 
re adequate to prevent a “seepage” of strong currencies from the Fund. 
t does not go beyond this limited field, except to point out that the repurchase 
rovisions are not the only provision made in the Agreement for replenishing 
he holdings of strong currencies of the Fund. 


[. The Principles Embodied in the Repurchase Clauses 


The repurchase provisions as they appear in the Articles of Agreement are 
compromise between the original American position as exemplified in the 


’ See especially John H. Williams, “International Monetary Plans—After Bretton Woods,” 
reign Affairs, Vol. 23, No. 1 (Oct., 1944), pp. 38-56. 
’ Article V, Section 7 (b) and (c) reads as follows: 
b) At the end of each financial year of the Fund, a member shall repurchase from 
the Fund with gold or convertible currencies, as determined in accordance with 
Schedu ile B, part of the Fund’s holdings of its currency under the following conditions : 
(i) Each member shall use in repurchases of its own currency from the Fund 
an amount of its monetary reserves equal in value to one-half of any increase 
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White Plan of July 10, 1943, which provided for a gradual transformatig 
of the Fund into a “gold Fund,”® and the great reluctance of other countrie; 
to accept the principle of international pooling of any part of their golj 
reserves. They cannot, of course, prevent the Fund from being depleted 9 
dollars if the balances of payments of the members are running strongly an 
persistently in favor of the United States, for such a permanent situation 
would destroy any Fund and any stabilization program. They do, however 
preserve the principle of “pooling” international reserves by preventing “seep. 
age” of strong currencies from the Fund except in very minor degree (a 
shown below) as long as the Fund does successfully operate as a stabilization 
fund. As long as members maintain long-run equilibrium in their internationa 
accounts, even though short-run swings may be wide, they prevent any sub. 
stantial dissipation of the Fund’s hoidings of strong currencies through th: 
“mechanical” operation of the Fund. 

This conclusion is fully supported by a close analysis of the text of Artick 

V, Section 7(b). This Article gives effect to three basic principles: 

1. That countries with ample reserves shall not dissipate the Fund; 
stock of gold and strong currencies; 

2. That countries with increasing reserves shall replenish the Fund) 
stock of gold and strong currencies; 

3. That countries carrying on their foreign trade in key currencies shal 
not accumulate them in exchange for their local currencies paid to the 
Fund. 

These three principles are subject, in the provisions as drawn, to certain 

limitations. 

1. A country selling its own currency to the Fund for foreign exchang 


that has occurred during the year in the Fund’s holdings of its currency plus on- 
half of any increase, or minus one-half of any decrease, that has occurred durig 
the year in the member’s monetary reserves. This rule shall not apply when: 
member’s monetary reserves have decreased during the year by more thw 
the fund’s holdings of its currency have increased. 
(ii) If after the repurchase described in (i) above (if required) has been maée, 
a member’s holdings of another member’s currency (or of gold acquired from thi 
member) are found to have increased by reason of transactions in terms of thi 
currency with other members or persons in their territories, the member who 
holdings of such currency (or gold) have thus increased shall use the increase to 
repurchase its own currency from the Fund. 
(c) None of the adjustments described in (b) above shall be carried to a point 
which 
(i) the member’s monetary reserves are below its quota, or 
(ii) the Fund’s holdings of its currency are below 75 per cent of its quota, 
(iii) the Fund's holdings of any currency required to be used are above 75 per ceil 
of the quota of the member concerned. 

*This plan provided (1) for the payment of one-half of the foreign exchange purcha«i 
from the Fund in gold until a member’s reserve was reduced to 50 per cent of its quot 
and (2) for the offer by members to the Fund of one-half of all increases in their reservé 
beyond their holdings at the time the Fund began operations as long as their reservé 
were larger than 25 per cent of their quotas. This plan did not contain any limitatio 
that repurchases must stop when the Fund’s holdings of member currencies declined 
75 per cent of their quotas. 
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- must repurchase at the end of each year one-half of such currency with 
65 its own monetary reserves, provided that this operation does not reduce 
Id its monetary reserves below its quota.* If, however, its monetary re- 


serves, though still above its quota, have decreased during the year, 
it is relieved of this obligation to the extent of one-half the decrease. 
». A country increasing its monetary reserves (for whatever reason) must 
use one-half of the increase to repurchase its own currency held by the 

Fund, provided that this operation does not reduce the Fund’s holdings 

of its currency below 75 per cent of its quota. lf, however, its monetary 

reserves, though increasing during the year, are still below its quota, 
it is relieved from this obligation.* 

4 country which carries out its international transactions in terms of a 

third (key) country’s currency must make a twofold settlement with 

the Fund at the end of each year. 

a) It must make the repurchase required of all countries which, having 
reserves in excess of their quotas, still buy foreign exchange from 
the Fund, or which increase their monetary reserves during the year 

1 and 2 above), if it is in either of these positions. 
On the basis of the reserve position resulting after these purchases 
are made it becomes subject to a special adjustment which is re- 
quired of all countries carrying out their transactions in key cur- 
rencies. 
If it is found that any member country has, by reason of having 
carried out its iternational transaction in the currency of another 
member (a key country) increased its holdings of that member’s 
currency or acquired gold from that member, then it must use that 
— increase and that gold to repurchase its own currency from the Fund, 
provided that this operation does not: 
reduce its own reserves below its quota; 


6 ii. reduce the Fund’s holding of its own currency below 75 per cent 
of its quota; 
nade 
that Provided also that such repurchases will not reduce the Fund’s holdings of its cur- 
that rency below 75 per cent of its quota. But this is not, in most cases, the operative limita- 
vhost tion, for the Fund has been increasing its holdings of the country’s currency during 
se te the year. In a few cases, however, it might be a real limitation, e.g., if a country had 
made all of its original contribution in gold and had previously exercised all its rights 
int at of repurchase under Article V, Section 7(a), and had bought during the year less than 
a5 per cent of its quota, no repurchase would be needed, whatever its monetary reserve. 
This appears unlikely, though the United States might be a case in point if there were at 
2 Some future time a general pressure on the dollar. 
r cent This is not, however, in most cases, the operative limitation restricting repurchases by 
Countries whose reserves are increasing. The cases in which the use of one-half of an annual 
chased mcrease in monetary reserves would bring a country’s reserves below its quota are 
quot now numerous or important. Since membership in the Fund imposes no check on the 
serve Fate of accumulation of monetary reserves by such countries, they may be expected 
acervis > Sud these up rather rapidly if economic recovery is widespread after the war. This 
‘tation wul be helped by the annual addition to the world’s gold stock from new production 
ned 10 an = they may be expected to share. Therefore, this limitation on the operation 
e repur 


irchase clause may be expected to become progressively less important. 
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iii. increase the Fund’s holdings of the “key” currency above 75 per 
cent of the quota of the “key” country. 

In no event is any country required to make repurchases if such repur. 
chases will reduce its monetary reserves below its quota. Subject to this 
general limitation, these somewhat complicated provisions are intended to 
produce a quite simple result, namely, to restore the Fund to its “normal 
position,” i.e., the position in which it holds in gold 25 per cent and in local 
currency 75 per cent of the quota of each member. 

The “normal” position of the Fund is not its “original” position, because 
countries originally subscribe in gold 25 per cent of their quotas or 10 per cent 
of their net official holdings of gold or United States dollars whichever i; 
smaller, and there is therefore, in the operation of the repurchase clause, a 
factor which tends to strengthen the Fund’s holdings of gold. 

The illustrations given below show the conditions under which the repur- 
chase clauses will tend to move the Fund back to its “normal” position when 
this has been departed from as a result of transactions with members whose 
monetary reserves are above their quotas, and also to show the modifications 
which are introduced into the situation as a result of transactions with mem- 
bers whose monetary reserves are less than their quotas. 


II. Jllustrations of the Operation of the Repurchase Provisions® 


These illustrations are worked out to show the operations of the repurchase 
clauses over a period during which a member country maintains long-run 
equilibrium in its international payments, but within which there are periods 
of deficit and of surplus. For convenience these periods are treated as “years” 
though under the conception of the Fund they may be longer since they repre- 
sent the cyclical swings in trade. 

It is assumed that at no time during the two “years” has the United 
States any occasion to make repurchase of dollars from the Fund. 

Great Britain is used in the illustrations to represent countries with mone- 
tary reserves above their quotas. 

Czechoslovakia is used to represent countries with monetary reserves below 
their quotas. 

The Central Bank of a country approaching the Fund with a request to 
buy foreign exchange with its own currency must represent that the currency 
is presently needed to make payments in that currency which are consistent 
with the purposes of the Fund. At any time (Article V, Sec. 5) the Fund 
may question whether this representation is correct. This is a sanction which, 
with a strong management, will oblige members to make reasonable use of 
their independent reserves. It makes the third of the three cases given below 
for countries with strong independent reserves the most probable case. 


Countries with Reserves which Exceed Their Quotas at All Times 


Case 1—Great Britain has a deficit on current account of $200 million in the 
first “year” which it covers by selling sterling to the Fund, and in the second 


*The special repurchases required of countries carrying out their international trade in 
terms of a third (key) currency are not included in these examples. 
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“year” has a surplus on current account of $200 million, or is otherwise able 
+o build up its monetary reserves by that amount. 
The following steps take place: 


Changes in 
Case I | 
Transactions | Monetary | Holdings | of Gold 
Reserve | of Sterling | (Dollars) 
(In millions of dollars) 
First Year: | | 
Bank of England buys from the Fund during 
the year $200 million with sterling No change +200 — 200 
2. At the end of the year the Bank of England re- | 
purchases from the Fund 
one-half of the increase in its reserves | 
which is zero)* 
plus 
one-half of the increase in the Fund’s hold- | 
ings of sterling during the year (which is | 
100) making a net repurchase of 100 —100 | -100 +100 
5 Ye 
{. UK monetary reserves are built up (from what- 
ever source) during the year by $200 millions +200 No change | Nochange 
2. Bank of England has no dealings with Fund 
during the year Nochange | Nochange | Nochange 


Al the end of the year the Bank of England re- | 
purchases from the Fund 
one-half of the increase in its reserves dur- | 


ing the year —100 —100 +100 
plus 
b) one-half of the increase in the Fund’s hold- 
ings of sterling during the year (which is 
zero) Nochange | Nochange | Nochange 
NET RESULT FOR TWO “ YEARS’’® Nochange | Nochange | Nochange 


*Should Great Britain suffer a loss of $200 million in monetary reserves during the first 
“year,” not related in any way to its dealings with the Fund, it would not have to make any 
repurchase during the first “year.” At the end of that year its obligation would be to repurchase: 
one-half of the increase in the Fund’s holdings of sterling during the year ($100 million) 
Minus 
me-half of the decrease in its monetary reserves during the year or $100 million, 

king no net repurchase required. 

Therefore, unless this loss in monetary reserves were made good in the second “‘year”— 
that is, unless Great Britain’s monetary reserves increased $400 million in the second “‘year,” 
| of $200 million as in the illustration—there would be a seepage of dollars from the 
ver the whole period. It should be noted, however, that other member countries may 
gain the “monetary reserves” which England uses, and this will affect their repurchases. The 
oss to the Fund may not be, and if all countries were members, could not be a net loss, 
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Case 2—Great Britain has a deficit on current account of $200 million in 
first “year” which it covers to the extent of $100 million by drawing on the Fy 
and to the extent of $100 million by using its own reserve, and in the secon; 
year has a surplus on current account of $200 million, or is otherwise able , 
replenish its reserves by that amount. 
The following steps take place: 
Changes in 
urs 
1. B 
Fund's 
UK Fund’s F 
T- Case 2 Monetary | Holdings Holding 2. U 
~ansactions of Gold 
Reserve | of Sterling ye 
(Dollars A 
(In millions of dollars) (a 
First Year: 
1. Bank of England buys from the Fund during ‘b 
the year $100 million with sterling No change +100 —100 
2. UK Monetary reserves are decreased during Maki 
the year by $100 million —100 Nochange | Nochang 5 me 
3. At the end of the year the Bank of England re- r ; U 
purchases from the Fund a 
(a) one-half of the increase in the Fund’s hold- ? = 
ings of sterling during the year ($50 mil- : du 
lions) 3 4 
minus 
(b) one-half the decrease in the UK monetary . 
reserves during the year ($50 millions) 
Making a net repurchase of zero Nochange | Nochange | Nochang 
Second Year: (b 
1. UK monetary reserves are built up (from what- 
ever source) by $200 million during the year +200 Nochange | Nochang 
2. Bank of England has no dealings with the Fund Maki 
during the year Nochange | Nochange | Nochang tia 
3. At the end of the year the Bank of England re- MET CH 
purchases from the Fund ine 
(a) one-half of the increase in the UK mone- * This 
tary reserve ($100 million) end of ' 
plus . That m 
(b) one-half of the increase of the Fund’s hold- the Unit 
ings of sterling (zero) yar 
Making a net repurchase of $100 million —100 —100 +100 DIF 
NET CHANGE FOR THE TWO “YEARS” Nochange | Nochange | No change 
‘into the 


Case 3—Great Britain has a deficit on current account of $200 million in the Conclu 


first “year” which it covers completely with its independent reserves, and in the If a 
second “year” has a surplus on current account of $200 million or is others quota 
able to replenish its reserves by that amount. (dollar 
The following steps take place: 
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Changes in 
' Fund’s 
Case 3 M UK Bs " Holdings 
Transactions of Gold 
Reserve | of Sterling (Dollars) 
(In millions of dollars) 
First Year: 
1. Bank of England buys no dollars from the 
Fund during the year Nochange | Nochange | Nochange 
2. UK monetary reserves are decreased during the 
year by $200 million —200 No change | Nochange 
3. At the end of the year the Bank of England re- 
purchases 
(a) one-half the increase in the Fund’s holdings 
of sterling (zero) 
minus 
(b) one-half the decrease in the monetary re- 
serves of the UK (which is $100 million) 
Making no net repurchase Nochange | Nochange | No chan 
Second Year: 
1, UK monetary reserves are built up (from what- 
ever source) by $200 million +200 No change | Nochange 
2. Bank of England has no dealings with the Fund 
during the year Nochange | Nochange | Nochange 
3. Al the end of the year the Bank of England re- 
purchases from the Fund 
(a) one-half of the increase in the UK mone- 
tary reserve ($100 million)* 
plus 
(b) one-half of the increase of the Fund’s hold- 
ings of sterling during the year (which is 
zero) 
Making a net repurchase of $100 million* —100 —100 +100» 
NET CHANGE FOR THE TWO “YEARS’’® —100 | —100 | +100 


* This repurchase does not have to be made unless the Fund’s holdings of sterling at the 
end of the second year exceed 75 per cent of the quota of Great Britain by $100 million. 
That means simply that the repurchases are not needed to restore the Fund’s holdings of 
the United Kingdom’s contribution to its normal composition; 25 per cent gold and 75 percent 
in sterling. 

°If this repurchase is due to the fact that Great Britain has increased its reserves from 
new gold production or from non-members, it will not be offset by losses of gold by the Fund 
to —— members. Part of the secular increase in gold production will have been channeled 
into the Fund. 


Conclusions to be drawn from Cases 1 to 3: 


If a member country keeps its monetary reserves at all times above its 
quota the repurchase provisions will operate to prevent any seepage of gold 
(dollars) from the Fund as a result of financing temporary trade deficits from 
that country provided 


1. that temporary deficits on current account are offset by subsequent 
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surpluses on current account or by any form of import surplus (¢,, 
capital imports) which yields an equivalent increase in monetay 
reserves; 
2. that losses in the country’s monetary reserves which occur during th 
period when the Fund is financing the country and which 
(a) prevent the country being financed from making any repurchay 
during the deficit “year,” and 
(b) go into the hands of non-members and therefore do not increay 
the repurchases of other member countries 
are made good during the subsequent surplus “year.” 
Failure to meet the second condition would be a cause of seepage of goli 
(dollars) from the Fund if non-members were gaining reserves from member 
being financed by the Fund, or if members were gaining reserves in this way 


pu 


who were not required to make repurchases because the Fund already heli Second 
less than 75 per cent of their quotas in their own currency. The more inclusiye ! _ 
the membership in the Fund the less important would be this form of seepage “7 
Failure to meet the second condition would also be an indication of failur 2. C2 
on the part of countries financed by the Fund to maintain general over-al Fi 
long-range equilibrium in their balances of payments. If such long-rang 3. Ai 


equilibrium is maintained there will be no seepage due to “mechanical” defects 
in the Fund, except under the rather strained hypothesis that all the losses oi 
reserves during the deficit “year” are to non-members and all the gains o/ 
reserves during the surplus “year” are from members. (b 


Countries with Reserves Equal to or Less Than Their Quotas Maki 
Case 4—Czechoslovakia has monetary reserves equal to its quota. In the firs NET RE: 
“vear’’ it has a deficit in current account all of which is financed through the me 
Fund. In the second “year” Czechoslovakia has a surplus of $200 million o Bes 
current account or is otherwise able to increase its monetary reserves by this “seepag 
amount. 
Then the steps shown in the example on page 119 will take place. , 
wae) 
Conclusions to be drawn from Case 4: equilit 
As long as a member’s monetary reserves are below its quota there can be of the 
no repurchase under the provisions as drawn. Even if the two conditions o! 1. i 
long-run equilibrium are met, there will be a seepage of dollars from the Fund. s 
The size of this seepage is reduced as soon as the member’s monetary reserves ta 
are built up above its quota. It must be noted that the creation of a “surplus’ 4 
in the balance of payments on current account is not the only way of increasing : 
monetary reserves. Gold may be bought with capital assets or acquired through 7 t 
stabilization loans, and dollars may be borrowed. me 
In practice “monetary reserves” will be above quotas. There is about $1! ce 
billion of monetary gold outside the United States, as compared to aggregate wn 


quotas of countries other than the United States of $8.8 billion minus $2.75 
billion—or about $6 billion. To this gold we must add the dollars held by 
other countries which under the definition of “monetary reserves” are included : 
in the calculation. (See the very carefully drawn and hard-fought “explanation as 
of terms” clause in the Articles of Agreement.) 
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Changes in 
Monetary Holdings 
Reserves of | of | of Fund 
ransactions in in Gold 
slovakia | tee (Dollars) 
| (In millions of dollars) 
rst Year: | 
‘zech National Bank buys from the Fund dur- 
ing the year $200 million No change +200 — 200 
r 2. At the end of the year there are no repurchases 
the Czechoslovak monetary reserves 
TS cannot be reduced below the quota by such re- 
ay purchases Nochange | Nochange | Nochange 
% 1. Czechoslovak monetary reserves are built up | 
% juring the year (from whatever source) by $200 | 
pe, million | +200 | Nochange | Nochange 
Ire 2. Czech National Bank has no dealings with the | 
all Fund during the year | Nochange | Nochange | Nochange 
oe 3, At the end of the year the Czech National Bank | 
. repurchases from the Fund 
aS a) one-half of the increase in its reserves dur- 
0! ing the year ($100 million)* 
plus 
b) one-half of the increase in the Fund’s hold- | 
ing of crowns during the year (zero dollars) | 
Making a net repurchase of $100 million —100 —100 | +4100 
NET RESULT FOR TWO “‘YEARS”® +100 | +100 —100 


* If Czechoslovakia had monetary reserves at the beginning of the first “year” which were 
$200 millions or more less than its quota, this repurchase would not have to be made, and the 
” from the Fund for the two years would be $200 millions instead of $100 millions. 


III. General Conclusions 


From these illustrations it can be concluded that, given long-period over-all 
equilibrium in the international accounts of countries with reserves in excess 
of their quotas, there will be no seepage, but that there may be seepage 

1. if such countries are losing monetary reserves to non-members at the 

same time that they are borrowing from the Fund and this loss is not 

subsequently made up; 

2. if countries which have monetary reserves continually less than their 
quotas buy foreign exchange from the Fund during the deficit phases of 
their foreign trade cycle. 

These causes of seepage are minor, and it should be pointed out that the 
second exemplifies a pooling of reserves, under which the strong help the 
weak until the weak can build up their monetary position. 

These seepages are offset by 

1. The “equal advantage” clause (Article V, Sec. 6) which encourages mem- 

bers wishing to sell gold to sell it to the Fund; 

2. The special provision for strong reserve countries to make capital exports 

through the Fund (Article VI, Sec. 2); 
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3. The effect on the operation of the repurchase clauses of a secular increay 
in the total world gold supply; 

4. The obligation of members trading in key currencies to give up part of 
their accumulation of such currencies arising out of trade with thir 
countries if they have previously increased the Fund’s holdings of thei; 
own currency to more than 75 per cent of their own quotas; 

5. The obligation of scarce currency countries to accept gold from the Fund: 

6. The privilege of members at any time to purchase their currencies fron 
the Fund for gold, if in excess of their quotas; 

7. The payment of all charges in gold; 

8. The operation of the repurchase clauses in bringing the original gol 


contributions of members which were less than 25 per cent of quotas up ty bo : 

that amount; . 
9. The probable general wish to see the Fund strengthened once it prove 

its worth. 


The anxieties, therefore, of those who fear that the instrument drawn w 
at Bretton Woods is so technically defective that the proposed Internationa 
Monetary Fund will continually lose strong currencies even when member 
have kept their over-all international accounts in order are illusory. 

Wan. ApAms Browy, Jr. 

Washington, D.C. 


Seventeen Post-War Plans—The Pabst Post-War Employment Awards 


I. The Pabst Post-war Employment Awards 


The Pabst Post-war Employment contest, which closed on February /, 
1944, offered $50,000 in prizes for “the best and most practical solutions to 
the broad problems of post-war employment in the United States.” Seriow 
contributions by professional students of the subject were solicited. The judges 
were Clarence Dykstra, Wesley C. Mitchell, Beardsley Ruml, and A. F. Whit: 
ney, and they were assisted by the members of the Faculty of the Economic 
Department of Columbia University. The 35,767 entries submitted is said to 
be the largest number ever received in any popular contest, and to exceed by 
more than 13,000 the number of entries in the famous Bok Peace Plan Contes 
after the last war. The seventeen winning essays have now been published by 
the Pabst Company. All but one or two of the winning authors are probably 
to be regarded as professional economists, nine are Ph.D’s, and twelve were a 
the time in government service in one capacity or another. The average age 0! 
the group is under 40 years. 

The collection is well worth reading, not only for the intrinsic merit of 
number of the papers, but even more for the insight it will provide into the 
applied economic thinking of a group of able and at least potentially influer 
tial young American economists, and also (let us not forget) of a group of 
distinguished and already influential judges. What especially interests this 
writer is the striking agreement in fundamental outlook characterizing a larg 
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majority of the papers. This agreement takes the form of an implicit or ex- 
plicit interpretation of the employment problem as primarily the problem of 
finding adequate offsets to savings—either by decreasing total savings or by 
increasing offsets—at the levels of employment desired. Otherwise stated, it is 
the problem of maintaining a high enough total of aggregate business, in- 
dividual, and government expenditures to buy, without disruptive changes in 
the general level of prices, the entire output of goods and services that would 
be produced by the reasonably full utilization of our labor force. 


Il. The Main Types of Policy Advocated 


With the problem conceived in this fashion, emphasis is given in most papers 
to one or more of the four following types of policy: (1) Offsets to saving, of 
the traditional private-investment types, may be expanded by a variety of 
measures designed to stimulate enterprise and private investment. Here atten- 
tion is directed initially to raising business expenditures. (2) The volume of 
savings derived directly or indirectly from monopoly profits may be reduced, 
land barriers to new investment removed, by antitrust and monopoly-control 
programs. Such programs may increase total expenditures of both individuals 
and business or may result in price reductions which increase the volume of 
employment associated with a given total of dollar expenditures. (3) Govern- 
ment expenditures for goods and services may be enhanced by expanded 
ublic-investment programs, going beyond what would be thought justified 
under favorable employment conditions in private enterprise. Government 
thereby provides the necessary employment fill-in directly, and supplies the 
offsets to saving which private investment fails to provide in adequate 
amounts. (4) Consumer expenditures may be raised in the long run by basic 
tax, social-security, wage, and agricultural policies, and in the short run by 
pecial types of tax reductions and transfer payments. Real saving is thereby 
kept down to the level of available investments of high productivity and 
f acceptable type. 

While these policies do offer genuine alternatives, at least of emphasis, they 
reed not be regarded as other than complementary. In fact, as we shall see, 
jost of the papers under review give support to measures falling under more 
than one category. In pursuing this analysis in further detail it will be of 
interest to cite the particular authors who support the various types of pro- 
ysal.* In the interest of brevity we shall refer to them by number, in accord- 
ice with the order in which their papers are printed, as follows: 1. Herbert 


s 


‘In this rough-and-ready classification of proposals the writer may not in every case 
ave interpreted a proposal exactly as its author intended, and may also have erroneously 
mitted some authors from the list of those who support a given type of proposal. For 
Such errors of commission or omission, if they exist, the writer begs indulgence. The 
roposals are often stated in very general language and leave a great deal to the interpreta- 


the reader. Nuances of thought are necessarily obscured in making a simple 


Hassificati ym such as suits our present purpose. No attempt has been made to list specific 
ven toposals separately, but only to deal with major classes and to list each writer as a 
p of upporter of the classes under which his specific proposals fall. A few proposals that were 
this ot readily classifiable and that were not regarded as of major importance have been 


znored, and a few broad classes that seemed of less strategic significance have been treated 
summary fashion. 
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Stein (winner of the First Award of $25,000), 2. Leon H. Keyserling (wing, 
of the Second Award of $10,000), 3. Wroe Alderson, 4. Rev. Dr. John? 
Cronin, 5. Grover W. Ensley, 6. Mordecai Ezekiel, 7. Joseph M. Gillma 
8. Leo Grebler, 9. Everett Hagen, 10. Albert G. Hart, 11. Asher Lans }) 
Ruth P. Mack, 13. Rolf Nugent, 14. John H. G. Pierson, 15. Major Lyle y 


Spencer, 16. Dorothy K. and Joseph J. Spengler, 17. Ross Stagner. direc 
com 
III. The Chief Proposals 
1. Tax revision in some form is the most commonly suggested method for tly 5. 
stimulation of private enterprise and investment. Among the particular pp. tees 
posals the following may be mentioned: (a) Elimination of the excess profi polic; 
tax (1, 9, 10, 11); (b) Reduction or elimination of the corporate income ty publi 
(1, 3, 11, 12); (c) Exemption from business taxes for distributed busines accep 
earnings if dividends are taxed as recipients’ income (1, 3, 6, 9, 10, 12) 14,1 
(d) Exemption, or reduced rates, for retained business earnings, or portions of 4. 
individual incomes, that are promptly reinvested (11, 12, 17); (e) Averaging clude 
income over a longer period for tax computation purposes (1, 6, 9, 10, 11): Mm taxes 
(f) Removal or curtailment of the tax-exemption privilege for future, or eve alizat 
outstanding, issues of all government securities which still utilize this privileg shift 
(1, 9, 11); (g) Removal of discrimination against equity financing by taxing (1, 2, 
corporate income used to make interest payments on bonds (11); (h) In wages 
position of a special tax on idle money, or on unused business earning legal 
(5, 7, 10, 11, 12, 14, 17); (i) Exemptions or preferential tax rates for new « (e) ¢ 
small businesses, or for industries in new fields or in hitherto undeveloped r healt! 
gions (3, 4, 7, 16, 17). Other suggested methods of stimulating private inves consu 
ment are: (a) Guarantees, loans, or subsidies, or government technical or Af 
search assistance (2, 6, 7, 9, 10, 11, 15); (b) New public or quasi-public outsi¢ 
institutions for facilitating the investment of savings either in domestic inves: (a) 7 


ments (4, 5, 6, 10, 11, 16) or abroad (7, 11); (c) Underwriting as large a fie (>) ! 
aggregate volume of consumer expenditure as is needed for full employment, 


thus providing assurance to private enterprise of the stability and adequacy oi sumpt 
its markets (14). pansic 

2. The proposals dealing with monopoly are of two sorts: (1) those thi (15); 
seek to maintain or restore competition, and (2) those that seek to regulate « trolle 
otherwise control monopolies, on the implicit or explicit assumption that some on pri 


of fed 


industries can not be made workably competitive. (1) In the first category 
extens 


are the following proposals: (a) more vigorous enforcement of the preset! 
antitrust laws (1, 4, 6, 9, 10, 11, 14, 17); (b) Restrictions on the size 0 sumer 
allowable business combinations (1); (c) Repeal of the Webb-Pomerene a resery 
(6); (d) Repeal of th Miller-Tydings act (6, 11); (e) Revision of the pates! tories 
laws (6, 9, 14); (f) Grade labeling (14); (g) Federal prohibition of stat theref 


barriers to free trade (3, 6); (h) Tariff reduction to stimulate competititt _ Cer 

(1); (i) International agreements to prohibit restrictive cartel practices (3,4); aes 

(j) Improved financial facilities for small business to stimulate competitioa proble 

(14). (2) In the second group would probably be included: (a) Encourage ip ""P0" 

ment of codperatives (7, 14, 17); (b) Heavier inheritance taxes as an atti werk 
e 


monopoly device (17); (c) Pressure of government-owned “yardstick” plants 
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6 17); (d) Diffusion of ownership of large government war plants, or dis- 

tribution of their equipment, to ex-servicemen (17); (e) Tax policies that 
re ard enterprises operating on a low profit margin (17); (f) Reduction of 
-apital structures to prudent investment base, and limitation of profits to a 
‘air return on that base for all, not merely monopolistic, business (7); (g) In- 
direct S eee or if necessary direct price regulation, in cases of “imperfect 
competition,” “administered prices,” or “monopoly that is here to stay” 
9 10, 14). 

3, A policy of compensatory stimulation of construction by federal guaran- 
tees or loans to private, quasi-public, or public authorities, or an outright 
policy of compensatory public investment functioning through accelerated 
public works programs, when necessary to provide fill-in employment, is 
accepted by a large majority of the contestants (1, 2, 3, 5, 6, 7, 8, 9, 10, 11, 

16,17). 

4. Programs aimed directly at the expansion of consumer expenditures in- 
clude the following: (a) Removal or reduction of regressive taxes or other 
taxes adversely affecting consumption (1, 4, 7, 9, 10, 11, 14, 17); (b) Liber- 
alization or broadening of social security benefits, expansion of coverage, or 
shift to pay-as-you-go basis, with federal contributions from general revenue 
(1,2, 5, 7,9, 10, 11, 14, 17); (c) Raising of wage levels by higher minimum 
wages (6, 7, 14) or the guaranteed annual wage (7, 17); (d) Imposition of 
legal limits on corporation salaries, and on individual gross incomes (7); 
(e) Consumer subsidies in kind (food stamp program, free education and 
health service, etc.) (11); (f) Tax remissions, or refunds, or cash subsidies to 
consumers (6, 14). 

A few of the papers present or emphasize particular proposals somewhat 
outside the framework of the programs described above, as, for example: 
a) The establishment of new planning mechanisms or agencies (2, 3, 6); 
(b) Industry planning in terms of international, national or regional markets 
(3); (c) The earmarking of war savings for specific items of postwar con- 
sumption, by an advance payment arrangement (13); (d) Substantial ex- 
pansion of employment in small business, by loans to ex-servicemen and others 
(15); (e) The stabilization of the construction industry by federally con- 
trolled variations in down-payments, amortization periods, and interest rates, 
on private construction, and by better codrdination and more flexible timing 
of federal, state, and local public work programs (8); (f) Maintenance, or 


® extension, of existing public controls over money, and over business or con- 


sumer credit (1, 4, 5, 10, 11); (g) Establishment of a subsidiary commodity- 
reserve currency, which would require expansion of government-owned inven- 
tories of many basic commodities when price levels declined (and might 
therefore be considered a type of government investment program) (10). 
Certain other classes of proposal need be mentioned only in summary 
fashion. Several of the papers devote considerable attention to the transitional 
problems of the demobilization and reconversion period. Several also urge the 
importance of international economic collaboration, trade barrier reduction, 
and an expansion of world trade; for the most part, however, they avoid the 
prevalent misconception that a huge export balance, maintained if necessary 
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by a subsidized foreign investment program, is indispensable for the attain. 
ment of full employment. A number of papers indicate that inflation may be, 
danger immediately after the war, or occasionally thereafter, and propoy 
suitable measures, but there is apparently an awareness in each case that oy, 
long-run and persistent problem is more likely to be of a deflationary charac. 
ter. 


IV. Critical Comment 


In the opinion of this reviewer, the majority of these papers begin with , 
fundamentally correct understanding of what the employment problem is, an¢ 
advocate measures that would at least work in the right direction. A larg 
majority of the proposals are extremely sensible, and there are few measure 
advocated in any of the papers that would not confer real benefits on the 
American economy. The reviewer thought the analysis of the problem by Mr, 
Ensley, Dr. Hagen, and Dr. and Mrs. Spengler especially incisive, and found 
the positive proposals of Drs. Ezekiel, Gillman, Hart, and Pierson of speciai 
interest. 

Speaking in general terms, the most serious weakness of the seventeen plans 
is their failure in most instances to come to close enough grips with the prob- 
lem. This is manifested in part by the frequent indefiniteness of the language 
especially where crucial decisions must be made, and by the lack of attention 
to methods of operation, and ways of overcoming the obvious difficulties oj 
applying the measures proposed. This weakness is partly the result of the 
severe limitations of space, but the papers would have been more instructive 
if the contestants had more frequently resisted the temptation to generaliz 
briefly about all major phases of economic policy, and had confined themselves 
to 4 more precise description of a few strategic measures, and their intended 
effects. The failure to come to close enough grips with the problem is als 
manifested in a certain lack of boldness and originality in most of the pro- 
posals; there are whole paragraphs that read as if they might have been taken 
from a political party’s election platform. Finally, it must be said that only 
one of the seventeen programs undertakes to provide any assurance that full 
employment would be attained. These weaknesses are manifested in the treat- 
ment of each of the four main types of program. 

1. The stimulation of enterprise and private investment is undoubtedly the 
most popular type of program with the contestants, and tax incentives con- 
stitute the most popular method. In particular, very heavy emphasis is put on 
the simple reduction or elimination of taxes on business earnings. No attempl, 
however, is made to controvert the frequently raised objections that such 
measures would reward the business that was making monopoly profits « 
well as the business whose profits were solely the result of efficiency and 
enterprise, and that tax reductions on monopolistic profits would not assure 
an expansion of output and employment, but might accentuate the over- 
saving problem. The critical reader may also want to explore more carefully 
than the contestants appear to have done just how far it is possible to move 
in this direction without unduly impairing the revenue needed to support a 
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expansion of federally aided welfare and developmental programs desirable for 
their own sake, as well as for the sake of employment. It is no doubt comforting 
to believe that “the resultant expansion of business activity should shortly re- 
store tax receipts to a satisfactory level,’’* but this will have to be demon- 
strated. The contestants have not always made it clear, moreover, whether 
they invend tax relief to investors to take precedence over the removal of taxes 
adversely affecting consumption. It is unfortunate that more attention was 
not given in these papers to penalty taxes on undistributed uninvested corpor- 
ate earnings, or on idle funds generally. These proposals are mentioned with 
varying degrees of approval in several papers but no solutions are offered to 
the interesting administrative problems they would raise. 

2, An unwillingness to tackle the really hard questions is especially appar- 
ent in the treatment of antitrust and monopoly-control programs. A majority 
of the writers are very much in favor of more effective antitrust action, but 
they do not tell us what changes must be made in the Sherman act to make 
this possible. Few of the contestants explicitly face the possibility that work- 
able competition may not be attainable in some industries without a loss of 
efficiency. Those who advocate measures of monopoly control do not explain 
how they would work, or discuss the type of regulative norm that would be 
suitable. 

3. Almost all of the contestants concede the necessity of a compensatory 
public-works program, although in some cases they have no more in mind than 
the concentration of necessary public construction in periods of depression. 
An objection raised by several contestants to the use of public works on a scale 
large enough to prevent rather than merely to alleviate depressions, is that 
it would involve deficit financing. Many readers will feel, however, that deficit 
financing in one form or another can hardly be avoided if we wish to sustain 
employment at a time when oversaving tendencies are not yet entirely under 
control. On the other hand, other difficulties peculiar to using public works 
as a basic economic stabilizer are insufficiently emphasized in most of the 
papers. We refer both to the technical difficulties of starting and stopping 
quickly enough when the volume of public works is on a huge scale, and the 
politico-economic difficulties of finding enough projects which meet real and 
pressing needs, but do not compete in the production of goods and services for 
which there is an existing or potential economic demand. 

Since deficits would appear to be made likely by the additional government 
expenditures or the extensive tax reductions that most of the papers advo- 
cate, the reader might expect a more explicit treatment of the public debt than 
he will actually find. Many of the contestants make the comfortable assump- 
tion that occasienal deficits will be offset, or more than offset, by surpluses in 
other years, making it possible to stabilize or reduce the national debt without 
jeopardizing employment. Those who face the possibility that further debt 
expansion may be necessary, if over-saving tendencies are not restrained, do 
not answer the questions which such a possibility raises, for they neither state 
a conviction that the size of the debt should be of no concern, nor tell us how 


The Winning Plans in the Pabst Post-War Employment Awards (a booklet published 
by the Pabst Brewing Company, Milwaukee, 1944), p. 57. 
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large a debt may be safely incurred, nor—with two exceptions—advise rp. 
course to unorthodox methods of financing that would reduce the carrying 
charges. 

4. Of the various high-consumption measures advocated, too much js 
probably expected from the reduction of federal excise taxes, the expansion oj 
social security benefits, and the raising of minimum wage standards. Even jj 
all the federal excises were eliminated (and most of the writers urge the retep. 
tion of at least one such tax, e.g., on liquor, tobacco, or gasoline), the regressive 
taxes collected by state and local governments would still be unaffected. The 
broadening or liberalization of social security benefits would not in itself appea 
to be nearly as strategic, for secular expansion of consumer expenditure, as the 
cessation of reserve accumulation and the transition to a method of financing 
on a progressive basis. These more radical steps find fewer explicit supporters 
Nor would higher minimum wage standards, or government-sponsored ap. 
nual wage plans, substantially add to the real purchasing power of low-income 
groups generally unless prices were prevented from reflecting increased wage 
costs—which none of the contestants propose. 

The method of raising consumer expenditures by means of consumer sub- 
sidies (including here tax remissions or refunds, or other transfers of purcha:- 
ing power to the individual consumer) is getting an increasing share of atten. 
tion from economists. Relative to such methods as public works, and basic 
changes in taxes, wages, or social security benefits, this method has the great 
advantages of flexibility, speed, and precision. Such subsidies could be quickly 
and easily increased or decreased, with rapid and predictable effects on con- 
sumer expenditure. Interesting suggestions with regard to consumer subsidies 
are made by two writers. 

One (Dr. Ezekiel) proposes that the Treasury be authorized to suspend 
temporarily, and as often as it believes necessary, part or all of current income 
tax withholdings and to credit the taxpayer as if the full withholding had been 
made. An obvious limitation of this particular device for subsidizing consump 
tion is that it would distribute relatively small amounts to the lowest income 
groups of taxpayers, and nothing at all to a large number of citizens whox 
incomes are below the taxable limits, although as a group they may support a 
fairly heavy burden of indirect taxes. 

Dr. Ezekiel also proposes that a similar principle be applied to payroll de- 
ductions for the purchase of War Bonds (i.e., the War Bond purchase agree- 
ments would be modified to allow the government to skip deductions when 
desired, at the same time crediting the bondholder as if the deduction hai 
been made). Of course some modification would have to be made to peri 
non-wage-earners to participate, and such a plan also has the serious limitation 
that it would severely limit the extension of subsidies to the lowest income 
groups. 

The other proposal (Dr. Pierson’s) is that, if consumer subsidies are re 
quired to raise consumer spending to a predetermined guaranteed level, the 
practical limits of timing war bond redemption and rebating selected taxes be 
explored, and that these be supplemented if necessary by “national income 
security payments” distributed on a share-alike basis to all consumer units 
The novelty of the latter device would undoubtedly create difficulties for its 
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acceptance, but it would provide the most equitable pattern of distribution 
and would assure that a large share of the funds distributed would be spent on 
consumption. The latter effect could be even further heightened by restricting 
consumer subsidies entirely to low-income groups. Such a restriction, however, 
would be at some sacrifice of formal equity, and would risk obscuring the 
true purpose of the measure and giving it a philanthropic or egalitarian empha- 
sis that it should not have. Its real function, it must be emphasized, shouid be 
to meet a highly specific and technical requirement of a full employment 
economy, namely, ‘that aggregate consumer expenditure be maintained at a 
rate sufficient to assure full employment, without any larger dependence on 
public works than is desired in the light of current opinion regarding the 
appropriate limits of direct government responsibility for the allocation of 
resources and the organization of production. 

In any final evaluation of the seventeen plans it should not be overlooked 
that only the one by Dr. Pierson actually undertakes to assure full employ- 
ment. A number of contestants clearly do not intend or expect their programs 
to produce full employment.* Others propose measures that they ope will 
provide full employment. Only Pierson’s program is so constructed that, if 
it were adopted, full employment would necessarily be attained.‘ 

The idea of making full employment an initial commitment rather than a 
mere hope will strike some persons as over-ambitious and as placing too 
heavy an obligation on the government. Other persons will feel, with the 
reviewer, that the maintenance of employment is an obligation which the 
government will have to assume at some point, anyhow, and that the need for 
actual government intervention, and for compensatory public works, may be 
greatly reduced by utilizing to the full the stimulative effect which the con- 
fident assurance of markets and of jobs would have on producers’ and con- 
sumers’ expenditures. 

EmILe BENoIT-SMULLYAN 

Washington, D.C. 


Marxian Economics in the Soviet Union 


The article on “Teaching of Economics in the Soviet Union” reprinted 
in the September issue of this journal has caused considerable comment. 


*This is suggested in some cases by the avoidance of the term full employment (6, 8, 
9, 12, 13, 15), and is indicated in other cases by too heavy a reliance on obviously 
inadequate measures (4, 8, 13, 15), or on the “let’s appoint a committee” type of solution 
(2,3). The frankest statement of the defeatist outlook is by Dr. Mack, who writes, “We 
aim, then, to prolong periods of recovery, to facilitate liquidation when depression does 
set in, and after necessary readjustments have been made, ‘» speed recovery.” (Op. cit., 


p. 62.) 


“This statement may be somewhat puzzling to readers unfamiliar with Pierson’s pro- 
posal of advance guarantees both of full employment and of a “full employment causing” 
level of consumer expenditure. For a more detailed account see: John H. G. Pierson, “The 
Underwriting of Aggregate Consumer Spending as a Pillar of Full Employment Policy,” 
American Economic Review, Vol. XXXIV, No. 1 (Mar., 1944), pp. 25-55. 
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Some of the commentators interpret it as a revision of traditional Marxiay 
theory. Such an interpretation is contained in the article by Ray 
Dunayevskaya which appeared in this Review' and in a series of articls 
in the New York Times written by Will Lissner.* The revision is said t 
consist in the teaching that the theory of value applies also in the socialiy 
economy. Until recently, the official teaching of Soviet economists wa; 
that, under socialism, there is no place for the law of value. 

This interpretation is quite erroneous. The revision contained in the 
article on “Teaching of Economics in the Soviet Union” is a revision oj 
the prior teaching of Soviet economists but not a revision of Marxist principle, 
In fact, it is a return to the original Marxian doctrine which for some tim: 
was abandoned by Soviet economists. A careful study of Marx’s writing 
establishes clearly that he held the view that the theory of value appli« 
to a socialist economy. Two quotations from Das Kapital will suffice. |p 
chapter 1 of Volume I we read: “Let us now picture to ourselves, by way 
of a change, a community of free individuals, carrying on their work with 
the means of production in common, in which the labor-power of all the 
different individuals is consciously applied as the combined labor-power of 
the community. . . . The total product of our community is a social 
product. . . . Labor-time would, in that case, play a double part. Its appor. 
tionment in accordance with a definite social plan maintains the prope 
proportion between the different kinds of work to be done and variow 
wants of the community. On the other hand, it also serves as a measure oj 
the portion of the common labor borne by each individual and of his share 
in the part of the total product destined for individual consumption.” 
An even more explicit. statement is found in chapter 49 of Volume III: 
“After the abolition of the capitalist mode of production . . . the deter. 
mination of value continues to prevail in such a way that the regulation 
of the labor-time and the distribution of the social labor among th 
various groups of production, also the keeping of accounts in connection 
with this, become more essential than ever.’ 

These quotations show that Marx considered the “law of value” 4s a 
guiding principle which will regulate the allocation of resources in the 
socialist economy. There is, of course, a difference in the mode of operation 
of the “law of value” under capitalism and under socialism. Under capitalism 
it asserts itself through the impersonal automatism of the market; in 4 
socialist society it serves as a normative principle for the allocation o 
resources by the planning authorities. This distinction is also maintained 
by the authors of “Teaching of Economics in the Soviet Union.” They 
state: “Under capitalism the law of value acts as an elemental law 0 
the market. . . . Under socialism it acts as a law consciously applied by 


*“& New Revision of Marxian Economics,’ Am. Econ. Rev., Vol. XXXIV, No. | 
(Sept., 1944), pp. 531-37. 

* April 2, 1944, end July 2 and 3, 1944. 

* Chicago, Kerr ed., 1912, pp. 90-91. 

* Ibid., p. 992. 
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the Soviet state under conditions of planned administration of the national 


economy.”® This corresponds exactly to our distinction between value 
theory as a tool of analysis of the automatic processes of the market and 
value theory as a basis for the normative principles of welfare economics.** 

There is no contradiction between the view that the theory of value can 
serve as a basis for socialist planning and the fact that Marx applies it as a 
basis for his theory of exploitation. Marx’s theory of value is not equivalent 
to his theory of exploitation.* According to Marx, the law of value holds not 
only under capitalism, but under “commodity production” (i.e., exchange 
economy) of any kind. In particular, it applies also to what Marx calls “simple 
commodity production,” i.e., an exchange economy of small independent pro- 
ducers who do not employ wage-labor. In such an economy there is no ex- 
ploitation (in the Marxian sense), there is no surplus value, and there are no 
classes, and yet the “law of value” applies. Marx goes even as far as to main- 
tain that the “law of value” in its pure form applies only under conditions of 
“simple commodity production,” while under capitalism it is disturbed by the 
equalization of the rate of profit in industries with difierent organic composi- 
tion of capital.’ In consequence, long-period equilibrium prices correspond 
under capitalism to the “price of production” (i.c., cost plus average rate of 
profit) and not to the “value” (i.e., socially necessary labor time) of com- 
modities. On the other hand, Marx expects commodities to be priced “accord- 
ing to their value” in a socialist economy. The private ownership of wage- 
labor-employing capital is thus regarded as a source of deviations between 
price and “value.””* 

The authors of “Teaching of Economics in the Soviet Union” have thus 


*Am. Econ. Rev., Vol. XXXIV, No. 3 (Sept., 1944). 

“Failure to distinguish between these different functions of value theory blurs the 
argument of the otherwise excellent article of Paul A. Baran, “New Trends in Russian 
Economic Thinking?” Am. Econ. Rev., Vol. XXXIV, No. 4 (Dec., 1944), pp. 866-69. 
Mr. Baran interprets value theory as serving exclusively to explain automatic market 
processes and comes to the conclusion that under socialism “the law of value loses its 
relevance and importance; its place is taken by the principle of planning.” (This sentence 
he quotes from Paul M. Sweezy.) But, as shown below, planning must be guided by a 
theory of value in order to economize resources. 

“Thus Miss Dunayevskaya is entirely mistaken when she maintains (cf. p. 533) that 
the Marxian law of value entails the concepts of surplus value and exploited labor. It 
seems that Miss Dunayevskaya fails to distinguish between two basically different Marxian 
concepts, z.e., commodity production and capitalist production. The latter is only a special 
case of the first, not equivalent to it. 

"Cf. Capital, Vol. III, p. 207: the “law of value” is said to hold in an economy where 
“the laborers themselves are in possession of their respective means of production and 
exchange their commodities with one another.” See also p. 208: “the exchange of 
mmodities at their values, or approximately at their values, requires, therefore, a much 
‘ower stage than their exchange at their prices of production, which requires a relatively 
high development of capitalist production.” 

‘Capital, Vol. III, p. 206: “The whole difficulty arises from the fact that commodities 
are not exchanged simply as commodities but as products of capitals, which claim equal 
shares of the total amount of surplus-value, if they are of equal magnitude, or shares 

tional to their different magnitudes.” 
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reverted to classical Marxian doctrine. It is interesting to follow the cause; 
which have led to the abandonment of this doctrine in the Soviet Union ang 
now again to its restoration. The reasons were political. When the First Five 
Year Plan was being prepared and the gigantic program of industrializatioy 
was launched, many Soviet economists, among them very prominent ones, 
opposed the program as forcing upon the country an “artificial” rate oj 
economic development incompatible with “economic laws.” Professor Groman, 
for instance, maintained that the Russian economy is subject to a law of 
“equilibrium,” according to which the value of industrial output is approxi. 
mately one half of the value of agricultural output.*® From the point of view 
of such a theory the “forced” industrialization envisaged in the Five Year 
Plan must have appeared as a violation of fundamental “economic laws.” 

In the subsequent discussions on economic planning Soviet economists be- 
came divided into two schools: the genetic and the teleological. The genetic 
school taught that economic planning consists largely in extrapolating trends 
established by the “laws of economic development.” The task of the planner. 
accordingly, would consist in the study of these trends and laws and in adjust- 
ing economic policy to them. The teleological school wanted the plan to set 
up goals freely chosen by political and social objectives and to subordinate 
economic decisions to these goals. A. Yugoff, an outstanding student of Soviet 
economics, characterizes the situation as follows: “It is very significant that 
most of the old-school Marxian (non-communist) economists—led by: such 
distinguished experts as V. Groman and V. Bazaroff, are firmly convinced of 
the superiority of the genetic method; whereas the communist economists, and 
especially the younger ones, favor the teleological method. The former say: 
‘We are not determinists, but we are of the opinion that in Soviet Russia as 
well as elsewhere, economic laws impose their will on us. In drafting a plan, 
our first task must be to pay due heed to reality and laws.’ The latter say: 
‘Nor do we deny the necessity for paying heed to present experience and for 
studying the dynamics of past events; but the question of the primacy of 
teleology was settled for us once for all in the days of the November revolu- 
tion, when we revolted against the “eternal” laws of capitalist evolution’ 
This formulation of the communist view is given in the words of N. Kovalef- 
sky.’° This division of opinion had political implications. The leaders of the 
geneticist school became tied up with the Right Wing opposition of Bucharin, 
Rykov, and others. Professors Groman and Bazaroff were arrested. The ofi- 
cial doctrine became that the Soviet economy is not subject to economic lav. 
Thus the teleological school was victorious. 

There is a certain analogy between this development and the institutionai- 
ist reaction against “orthodox” economists’ opposition to fundamental social 
reforms or expansionist monetary policy. The “orthodox” economists opposed 
them in the name of “economic laws”; consequently, the institutionalists denied 
the existence of “economic laws.” Marxian orthodoxy was just as much op 
posed to the bold policies of the Soviet government as neo-classical orthodoxy 
was opposed to the experiments of, say, the New Deal. When New Deal er 


*See Planovoye Khoziaistvo, 1925. 
*” Economic Trends in Soviet Russia (New York, Richard C. Smith, 1929), pp. 300! 
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periments in raising the level of employment proved successful, economists 
‘ound that, after all, they were not opposed to “economic law.” Economic 
theory was reformulated in order to make it compatible with the success of 
the reforms. The result was the “Keynesian revolution” and the increasing 
belief that all this was quite compatible with good old Marshall. When the 
industrialization policy of the Soviet government was crowned with success, it 
was found that, after all, it was compatible with “economic law” as taught by 
good old Marx. 

The main reason, however, of returning to Marx’s doctrine that the ad- 
ministration of the socialist economy should be guided by the law of value was 
the necessity of strict cost-accounting and the need of criteria of rational and 
economical allocation of resources. The authors of “Teaching of Economics in 
the Soviet Union” are quite explicit about it: “Cost accounting, which is 
based on the conscious use of the law of value, is an indispensable method for 
the planned leadership of economy under socialism.”** And further: “A strict 
observance of cost accounting is the means for the discovery and eradication 
of every sort of superfluous unproductive expenditure and loss, all kinds of 
mismanagement. . . .”** From the point of view of a theory which denies the 
applicability of any “laws” to the socialist economy all decisions are purely 
arbitrary, and neither cost accounting nor principles of rational allocation of 
resources have any meaning. There is no check upon waste of resources. The 
adoption of the doctrine that the “law of value” provides a basis for the man- 
agement of the socialist economy was thus the result of the Soviet economists’ 
need for a system of directives of welfare economics which would serve as a 
basis for economic planning. Such directives are thought to be contained in 
Marx’s theory of value. 

Rational use of resources requires definite principles of allocation, or, in 
other words, the use of a theory of value. Western economists who, in a 
theoretical way, have studied the problems of a socialist economy (the present 
writer among them**) have all come to the conclusion that rational and effi- 
cient administration of a socialist economy must be based on the principles of 
a theory of value. In the past, Soviet economists ignored the whole literature 
on this subject which was published in Germany, in England, and in the 
United States. The article on “Teaching of Economics in the Soviet Union” 
™ converges to the view held by the Western students of socialist economics. 
The difference is merely one of techniques. While the Western economists 
operate with a theory of value based upon marginal analysis, the authors of 


the Russian article want to solve it with the means of the labor theory of 
value.?4 


I[bid., pp.- 524. 
pp. 524-25. 


“Cf, the present writer’s, On the Economic Theory of Socialism (Minneapolis, Univ. of 
Minnesota Press, 1938). 


“ The idea of basing the allocation of resources under socialism upon the labor theory of 
value was first conceived and worked out by the Austrian Marxist Otto Leichter in his 


ee Die Wirtschaftsrechnung in der sosialistischen Gesellschaft, Marx-Studien, Vol. V 
\Vienna, 1923) 
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The labor theory of value, however, is not adequate to the task.’ If useq 
as a basis for socialist planning and management, it implies neglect to econo. 
mize scarce resources other than labor.** In consequence, the use of such 
resources is bound to become wasteful. Two products which require the same 
amount of labor to produce may require different amounts of natural re. 
sources. According to the labor theory of value, they should be priced equally 
and treated as equivalent in economic planning. But since one uses up more 
natural resources than the other, they are not equivalent as far as the use-up 
of these resources goes. Replacing the output of one product by the output of 
the other will not change the quantity of labor needed, but it will change the 
drain upon natural resources. Furthermore, two commodities which cost the 
same amount of labor and natural resources may differ as to the amount of 
capital instruments needed to produce them. If, as is the rule, the marginal 
productivity of capital instruments exceeds the marginal productivity of the 
labor, natural resources and other capital instruments necessary to produce 
them, the two commodities are not equivalent, either. Shifting production from 
one commodity to the other will not change the amount of labor and natural 
resources embodied, but it will affect differently the use-up of resources with 
different marginal productivity. Thus, products which cost the same amount 
of labor, i.e., have the same “value” in the Marxian sense, are not necessarily 
equivalent for the purposes of planning the allocation of resources. In order 
to avoid wasteful use of natural resources and of capital instruments, appro- 
priate charges have to be included in their prices. 

This inadequacy of the labor theory of value for purposes of socialist 
planning was recognized by the English Marxist, Maurice Dobb. According 
to Mr. Dobb, a socialist economy has to price products not according to their 
“value” (in the Marxian sense) but according to their “‘price of production” 
(as used in Volume III of Das Kapital) .** Thus, commodities which require a 
more than average quantity of capital would be priced higher than their 
“value”? while commodities requiring less than the average quantity of capital 
would be priced lower. Since only relative prices are important, this amounts 
to pricing capital as a productive resource different from labor. To complete 
the cost accounting, Mr. Dobb should also have introduced pricing of natural 
resources. 

The position of the authors of “Teaching of Economics in the Soviet 


* This was justly pointed out by Professor Carl Landauer; “From Marx to Menger,” 
Am. Econ. Rev., Vol. XXXIV, No. 2 (June 1944), pp. 304. 

* This neglect to take into account scarce resources other than labor, though detrimental 
to the use of the labor theory of value as a basis for allocation of resources, does not 
reflect upon the applicability of this theory as a sociological theory of imputation. It is 
upon this application that the Marxian theory of exploitation is built. Sociological, 
distinguished from economic, imputation cannot impute part of the value of the product 
to non-human agents of production. Any income resulting from the mere ownership of 
non-human agents may be construed, therefore, as exploitation, i.e., as a tax upon labor 
Cf. on this subject the present writer’s review of Paul M. Sweezy’s The Theory of Capitalist 
Development in The Journal of Philosophy, Vol. 40, No. 14 (July 8, 1943), pp. 382-83. 

" See Political,Economy and Capitalism (London, Routledge, 1937), pp. 327-30. 
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Union” is rather vague. In principle they claim that the “law of value” should 
serve as the basis of establishing equivalences between products. This, how- 
ever, is qualified by the sentence: “The prices of commodities are set with 
-ertain deviations from their values, corresponding to the particular objectives 

‘ the Soviet state, and the quantity of commodities of various kinds which 
can be sold under the existing scale of production and the needs of society.” 
No precise principles are indicated, which govern the deviation of prices 
from values. According to Marxian theory, the deviation of prices from values 
in the capitalist economy is a unique function of the organic composition of 
capital (i.e., the ratio of real capital to labor in the industry) and of the 
seriod of turnover of capital. It can be expressed by a mathematical formula, 
as was done by Bortkiewicz.1* We are not given a comparable formula to be 
applied in the socialist economy. Mr. Dobb’s solution, which would corre- 
ond to the formula applying under capitalism, is explicitly rejected by the 
authors of the article. “The law of the average rate of profit . . . loses sig- 
nificance under socialism,” we read.'® “The Soviet state can control produc- 
tion and does not have to bow to the law which makes impossible the develop- 
ment of a branch of production which at first must run at a loss or at least not 
yield a profit.”*° The example of the plants in Magnitogorsk and Kuznetsk, 
which for many years showed losses, is used by the authors to illustrate their 
point. This is a clear case of discrepancy between social and private marginal 
product, concepts well known to our welfare economics, but without counter- 
part in the Marxian theory. In practice the Soviet administration includes 
interest on capital and charges for natural resources in its cost accounting. 
The “planned profit” (positive or negative, and different for different plants) 
invariably included in Soviet accounting reflects that state’s valuation of the 
products. All this makes good sense in terms of modern marginal analysis, 
but cannot be deduced from a doctrine which wants to base economic planning 
mn the labor theory of value. 

Thus, the authors of “Teaching of Economics in the Soviet Union” are 
necessarily vague about the way prices deviate from “values” and are unable 
to formulate precise principles governing the deviation. As long, however, as 
such principles are lacking, there are no theoretical criteria to determine the 
prices, “planned profits,” and planned output of products. Present Soviet 
economic theory does not yet provide an adequate guide for the management 
i the Soviet economy. This can be done only by incorporation into Soviet 
economics of the methods and techniques of marginal analysis. 

Oscar LANGE 

University of Chicago 


A very good account is given in Paul M. Sweezy, The Theory of Capitalist Develop- 
New York, Oxford Univ. Press, 1942), pp. 109-30. The original papers of Bort- 
z are published in Archiv fiir Sozialwissenschaft und Sozialpolitik, 1906 and 1907, 
nd Jahrbiicher fiir Nationalékonomie und Statistik, 1907. 
‘Am. Econ. Rev., Vol. XXXIV, No. 3 (Sept., 1944), p. 526. 


Loc. cit. 
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The Communists and the Labor Theory of Value 


The article, “Some Questions in the Teaching of Political Economy,” pub- 
lished in Under the Banner of Marxism and recently translated in whole or in 
part in several publications (including this Review) has apparently excited 
quite extraordinary attention—attention that is hard to account for except in 
terms of a very naive conception or misconception of the whole course of 
Marxian thought since Marx’s own time. Aside from such newspaper com- 
ment as that of the New York Times, perhaps the most noteworthy and—in 
view of the scholarly record of the authors—remarkable discussions of this 
article have been those of Calvin B. Hoover (Foreign Affairs, July 1944, pp, 
532 ff.) and Carl Landauer in this journal (June, 1944, pp. 304 f.). 

About the article itself, little really needs to be said. It is a perfectly 
straightforward exposition of Marxian economics for the benefit of teachers 
who have been in many cases confused by a mechanical and dogmatic use of 
phrases and catchwords and by an inability to apply Marxian principles to 
new situations. Economically, at least, it does not deviate—except, perhaps, in 
some references to Engels’s theory of the family—by one iota from the most 
“orthodox” and rigorous Marxian textbooks. 

It might have been expected that its relative praise of capitalism would be 
interpreted by the daily press as a complete change of front. This, of course, 
does not deceive Messrs. Hoover and Landauer who at least seem to be well 
acquainted with the almost dithyrambic language with which Marxians from 
Marx on have described the relative economic progress of the capitalist phase 
of history. They are concerned rather with the way in which, they think, the 
authors of the article reveal a shift in the economic and political orientation 
of Russian communism itself. Though I think that both the broader conclu- 
sions of Mr. Hoover and the more confined conclusions of Mr. Landauer are 
equally unfounded—+.e., in their notion that the article makes a significant 
departure from orthodox Marxism—I shall confine myself for reasons o/ 
space and relevance to the latter. 

The question raised by Mr. Landauer is this: Does the article show, as he 
claims, that the Russian economists have <bandoned the labor theory of 
value and have replaced it with a marginal analysis of the type introduced by 
Menger, Jevons and Walras? So far as I can see, the authors of the article 
restated a fact which has been obvious to most competent Marxians since and 
including Marx but which has often been ignored or misconstrued. This fact 
is the quite simple one that neither the labor theory of value nor the theory of 
surplus value (which, of course, presupposes the former) say anything about 
actual prices of commodities or were intended to say anything about actual 
prices. A corollary of this is the equally obvious fact that Walrasian or 
Mengerian theory is in no way inconsistent with Marxism—except in so far as 
such theory is deliberately made to include premises or additions which pre- 
suppose a static capitalist economy. 

The labor theory of value was used by Marx to throw light not on actual 
market conditions but on the course and development of capitalism. He knew 
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+ could not throw any light on market prices simply because day to day 
competition averages out the prices of commodities in such a way as to 
obliterate their true “value” (i.e., their labor content or content of “surplus 
value”). This fact has seemed to many, as it did to Bohm-Bawerk, a “great 
contradiction,” but it is only a contradiction if Marx’s theory be viewed as an 
essay in price analysis which it obviously is not and probably was not intended 
1o be. Marx, presumably, thought he could disregard individual prices because 
he was concerned only with their total, or rather the over-all movement of the 
rate of profit, whose decline he deduced from the declining proportion of labor 
used in the total production of commodities. For a calculation of how much 
labor and material to allocate to this or that item—in other words, for a cal- 
culation of relative true price (in any economy)—it is obviously useful to 
resort to something like the “marginal” analysis. The essential problems here 
are not different in capitalism or communism although they can be distorted 
by monopoly, arbitrary state intervention, over-riding social policy and the 
like. I take it that this is about what the authors of the article meant and that 
this is all that they meant. 

Apparently Mr. Landauer seems to believe that Marxians really think they 
can measure commodity prices in hours of socially necessary labor and that 
anyone who says this cannot be done as a matter of practical procedure, is 
“revising” Marx or communist theory in general. For example, he declares: 
“Marxian theory has always recognized that prices may deviate from values, 
but has restricted the possibility of such deviation to well defined instances. 
Obviously, if this restriction is removed, the labor value theory becomes an 
empty shell. From a Maxian point of view, the existence of a free market does 
not explain any long-term deviation of price from value (and, obviously, the 
authors of the statement do not speak merely of short-term deviations). In 
nearly all of his writings, Marx deals with a capitalist and not with a socialist 
economy and presents the labor value theory as the regulatory principle of 
capitalism. Why, then, should the elements of a capitalist order which survive 
in the Soviety economy necessitate the formation of prices different from labor 
value? Or which of the specific causes of deviation mentioned by Marx are 
supposed to exist in the Soviet Union? The authors themselves exclude the 
nost important case, the sale at ‘production price’ as distinguished from 
value as a result of the tendency toward an average rate of profit. This ‘law 
of average profit’ has ‘lost its meaning under socialism’ ” (p. 343). 


nd The most important of the deviations (between price and value) to which 
ct Landauer refers here is obviously the averaging of profit explained in Capital 
of Vol. III, chapters 9 and 10). It is this “deviation” which explains the “great 
ut 


contradiction” and is admittedy an insuperable barrier to a practical fusion 
‘ value and price. In socialism, of course, surplus value in its old sense is 
abolished.* This does not mean, however, that value must then equal price nor 


Landauer misconceives here the statement that the “law of average profit . . . has lost 
‘s meaning under socialism.” Of course it has “lost its meaning” since the profit system 
ias “lost its meaning.” But that does not change by one iota the problem of pricing as 
the key to a correct allocation of labor and material resources. Landauer here reads far 


‘oo much into what is simply a platitude of all Marxian argument. 
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is there any evidence (rather the contrary) that Marx so intended. In the 
first place, it is not as yet a practicable proposition to express price in uniform 
labor units and perhaps it never will be. In the second place, any existing 
socialism (such as that of Russia) is primarily concerned not with relative 
amounts of surplus value in a given commodity (since it assumes ab initio 
that surplus value in its “exploitative” or “capitalistic” sense has disappeared) 
but with the problem of allocating materials and labor between various sector; 
of the economy. On such a problem the labor theory of value per se sheds no 
light and in fact only hinders a more direct approach such as that of the 
marginal utility school. The “profit” which shows as a result of—let us say—a 
temporary excess of demand over supply or the loss which shows as a result of 
what would be—under capitalism—overproduction is now either appropri 
ated or made up by the state for the presumed benefit of all. Together profit 
and loss constitute useful—and indeed indispensable—-signals of the economic 
efficiency of given enterprises, signals as useful to a socialist as to a capitalist 
economy. 

The question, however, arises: Why, then, if the marginal utility analysis 
is so consistent with and useful to the Marxian cause, have Marxians, in fact. 
showed such marked hostility to the marginal utilitarians? The answer, I be- 
lieve, is twofold. First, Marxians before the advent of the Russian experiment 
were concerned almost exclusively with the prognosis of capitalism in its 
broader aspects. Second, they rightly objected to the tendency of certain 
“marginal utility” economists to identify their analysis with capitalism and to 
deny its over-all validity. It is well known how vehemently, for example, 
Mises and Hayek have persisted in attacking socialism on the ground that it 
lacks any equivalent of a free competitive market and must therefore be over- 
whelmed by the intricacy of the calculations required to allocate labor and 
materials efficiently. The groundlessness of this argument has been well shown, 
for example, by Oscar Lange and F. H. Knight.” 

The whole question, of course, is confused by Marx’s adherence, on the 
one hand, to the doctrines of perfect competition and cost-of-production price 
and, on the other, to his well-known theory of surplus value. What Man 
meant, I take it, was that the capitalist, by owning the means of production, 
could in fact collect a certain average minimum over and above what would 
be—otherwise—the cost of production and that the existence of this minimum 
is revealed by the labor theory of value, a theory whose proof is to be found 
only in the whole economy’s development, e.g., in the falling rate of profit 
especially. But he was not saying anything about the way in which individual 
prices—outside of this minimum—were determined. This is, quite properly, 
another problem, a problem to which on the whole economists since Menger, 


70. Lange, and F. M. Taylor, On the Economic Theory of Socialism (especially pp. 
55-142). Lange shows clearly (p. 132) that Marx was aware of the “allocation” problem 
though he shared in this respect the limitations of Ricardo and the other “classical econo- 
mists” of the time. F. H. Knight (“The Place of Marginal Economics in a Collectivis 
System,” Am. Econ. Rev. Vol. XXVI, No. 1 [March 1936], suppl., pp. 255-66) argues much 
as Lange, although he advances objections to “collectivism” on quite other grounds (that 
those of Mises and Hayek). 
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Jevons and Walras have addressed themselves. It is true, however, that most 
“regular” economists have never been impressed by Marx’s surplus value 
theory even though they themselves were very hard put to explain or justify 
orofit. As for myself, I would certainly agree with those economists who, like 
Schumpeter, explain profit as the result solely of innovation and monopoly, 
as. in short, a phenomenon of an imperfectly competitive economy. Neverthe- 
less. it must be recognized that the surplus value theory did provide a method 
of calling attention to actual phenomena—the rdles of profit, saving, and con- 
sumption in capitalism—during the long period wherein economists refused to 
acknowledge the reality of monopoly or of unemployment, save as “excep- 
tions” to or “deviations” from the presumed general tendency toward a full 
employment equilibrium. 
Brooks OTIs 
Hobart College 


Marx and Engels on Distribution in a Socialist Society 


The American Economic Review is to be congratulated on its publication 
of a translation of the complete text of “Teaching of Economics in the Soviet 
Union.”? This implies a recognition that sustained codperation with Russia in 
the interest of winning the war, preserving the peace, and implementing world 
economic prosperity, calls for an intimate knowledge and understanding of 
the working of the Soviet régime. It is very much to be doubted, however, 
whether the interpretation of the article by the translator, Miss Dunayevska- 
ya,? contributes to such an understanding. 

I shall not be much concerned with her assertion that “there exists in Russia 
at present a sharp class differentiation . . . between the workers, on the one 
hand, and the managers of industry, millionaire kolkhozniki, political leaders 
and the intelligentsia in general on the other,’’* and that the practical intent of 
the article is to provide a theoretical justification of this class differentiation 
together with the alleged exploitation of the worker by the “intelligentsia.’”* 
\side from the circumstance that our knowledge of conditions in the Soviet 
Union is much too meagre, this is hardly the appropriate time for an adverse 
dogmatic judgment on a régime whose leaders have been vindicated, in an im- 


‘Am. Econ. Rev., Vol. XXXIV, No. 3 (Sept., 1944), pp. 501-30 
*Ibid., pp. 531-37. 


Ibid., p. 532. 


‘Ibid., pp. 534, 537. That, as she asserts (p. 534), “is the real significance of the 
article” [for her]. Earlier, p. 532, she insists that “The whole significance of the article, 
erefore, turns upon whether it is possible to conceive of the law of value functioning 
in a socialist society, that is, a non-exploitative society.” It would take us too far afield 
to proceed along this line of approach which raises, among others, the following questions: 
What is a law? What is an economic law? What is a law of value? What is the Marxian, 
conception of these categories? What is the accepted, if there be any such, academic 
nception of these categories? Which of these two perspectives shall be applied? How 
shall an “exploitative society” be defined ? 
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portant sense, by the fact that they prepared their country, both morally and 
materially, for the supreme task of inaugurating the destruction of the world- 
wide menace of fascism. The present article, therefore, will be concerned 
primarily with the theoretical** issue of distribution in a socialist society, with 
particular reference to the position of Marx and Engels on this problem. This 
approach is warranted by the circumstance that both the official pronounce. 
ment on the “Teaching of Economics” and the criticism of it by Miss Duna- 
yevskaya invoke the authority of Marx and Engels. 

Miss Dunayevskaya confronts “the traditional Marxist formula ‘From each 
according to his ability, to each according to his need’” with the canon of 
wage payment expressed in the article, “From each according to his ability, to 
each according to his labor.”® This involves a glaring example of misplaced 
reference. “To each according to his need” is the “traditional” formula for 
pure communism which Marx and Engels embraced as the ideal goal of a 
socialist society. For a socialist society “as it emerges from a capitalist society, 
which is thus in every respect tainted economically, morally and intellectually 
with the hereditary diseases of the old society from whose womb it is emerg. 
ing,” Marx explicitly repudiates both distribution “according to need” and 
equal distribution.* And, what is more important, he repudiates the approach 
which “Vulgar Socialism . . . has taken over from bourgedis economics,” that 
“of treating and considering distribution as independent of production and 
thereby representing Socialism as turning principally on distribution.”” Marx- 
ism is preéminently a method and not a dogma, and violation of this method is 
a more serious departure from Marxism than alleged departure from the 
meagre prescriptions as to distribution in a socialist society left by Marx and 
Engels. The meagreness of such prescriptions represents neither evasion nor 
oversight on the part of Marx and Engels. It is a central aspect of the method 
of historical materialism which, nevertheless, has an important bearing on the 
problem before us. 

“The materialist conception of history,” writes Engels,* “starts from the 
principle that production, and with production the exchange of its products is 
the basis of every social order; that in every society which has appeared in 
history the distribution of the products, and with it the division of society 
into classes or estates, is determined by what is produced and how it is pro 
duced, and how the product is exchanged.”® “Distribution, in its decisive fea- 
tures, is always the necessary result of the production and exchange relations 
of a particular society, as well as of the historical conditions in which this 


“Strictly speaking, methodological, in terms of the implications of historical materialism. 

* Ibid., p. 532. 

* Karl Marx, Critique of the Gotha Programme (New York, Internat. Publishers, 1933), 
pp. 29-31. 

* Ibid., pp. 32-33. 

* Frederick Engels, Herr Eugen Diihring’s Revolution in Science (Anti-Diihring) (New 
York, Internat. Publishers, 1939), p. 292. 

* Engels observes that “exchange or circulation is, however, only a sub-department of 
production” (ibid., p. 170). 
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society arose.””*° Marx and Engels do not limit the application of this method 
to past and historically extant societies; they apply it also to the interpretation 
of the future socialist society. “The mode of this distribution,” writes Marx, 
“will vary with the productive organization of the community, and the degree 
of historical development attained by the producers.’** The “historical con- 
ditions” together with “the degree of historical development” are obviously of 
particularly strategic importance in the case of the U.S.S.R. For as Lenin 
observed in 1920, while “it was easy for Russia, in the concrete historically 
unique, situation of 1917, to start a Socialist revolution, . . . it will be more 
difficult for Russia to continue and bring it to its consummation than for the 
European countries.”** 

It was with reference to one of the more advanced European countries that 
Marx and Engels discussed the organization of socialist economy “as it 
emerges from a capitalist society.” Yet this is what they had to say about 
distribution. As compared with a capitalist society, observes Marx in The 
Critique of the Gotha Programme, the new society ushers in a régime of 
equality. “The equality consists in the fact that everything is measured by an 
equal measure, labour. But one man will excel another physically or intellec- 
tually and so contributes in the same time more labour. . . . This equal right 
is an unequal right for unequal work. It recognizes no class differences because 
every worker ranks as a worker like his fellows, but it tacitly recognizes 
unequal individual endowment, and thus capacities for production, as natural 
privileges. . . .1* Further, one worker is married, another single, one has more 
children than another and so on. Given an equal capacity for labour and 
thence an equal share in the funds for social consumption . . . the one will be 
richer than the other. . . . But these deficiencies are unavoidable in the first 
phase of communist society when it is just emerging after prolonged birth- 
pangs from capitalist society. Right can never be higher than the economic 
structure and the cultural development of society conditioned by it.’”** 

It should be noted, however, that the dictum “to each according to his 
labor” enunciated in the article on the “Teaching of Economics” is not limited 
to a socialist society which “is just emerging . . . from capitalist society.” 


” Ibid., p. 170. See also p. 168. 

" Capital (Chicago, Kerr, 1906 ed.), Vol. I, pp. 90-91. 
“V. I. Lenin, “Left Wing” Communism: An Infantile Disorder. (New York, Internat. 
Publishers, 1934), p. 46. 
““Natural,’ obviously does not have a normative connotation. “The equal right” to 
inequal income is a “bourgeois right,” and there is nothing sacrosanct about “bourgeois 
right” for Marx (Critique of the Gotha Programme, p. 29). It is a matter of “objective 
necessity.” 

“Ibid., pp. 30-31. Marx’s reference to “deficiencies,” however, implies a value judgment 
premised on other than a relativistic, pragmatic right enforced by both the limited pro- 
ductivity and the inherited “bourgeois” morality of the population. His ideal right is 
expressed in the next paragraph in the abolition of “the distinction between manual and 
intelectual work” and in distribution in accordance with the formula “to each according to 

$ need ” For Engels on the impracticability of equalitarian distribution in the early 
stages of a socialist society, see ibid., pp. 30-31n., 58 and The Correspondence of Karl Marx 
ind Friedrich Engels, 1846-1895 (New York, Internat. Publishers, 1936), p. 337. 
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That “every worker . . . be rewarded strictly in accordance with the quantity 
and quaiity of work which he expends for society as a whole” is posed as the 
“guiding principle of social life under socialism’”’** in general, as distinguished 
from the ideal goal of pure communism in which distribution will be “accord- 
ing to need.” The following questions arise in this connection. Have not the 
leaders of the Soviet Union translated the necessities of the present stage of 
economic development of Russia, together with the imperatives imposed by 
exceedingly grim historical circumstances, into a generalized formula for dis- 
tribution under socialism? And is not the enunciation of such a formula con- 
trary to the method of historical materialism as developed by Marx and 
Engels? 

The following by Engels might well have been written in response to the 
present controversy: 


There has also been a discussion in the Volkstribune about the division of 
products in the future society, whether this will take place according to the 
amount of work done or otherwise . . . strangely enough it has never struck 
anyone that, after all, the method of division essentially depends on how much 
there is to divide, and that this must surely change with the progress of pro- 
duction and social organisation, so that the method of division may also 
change. But to everyone who took part in the discussion “socialist society” 
appeared not as involved in continuous change and progress but as a stable 
affair fixed once and for all, which must, therefore, have its method of division 
fixed once and for all. All one can reasonably do, however, is (1) to try and 
discover the method of division to be used at the beginning, and (2) to try 
and find the general tendency in which the further development will proceed."* 


Writing, as they did, before the advent of a socialist revolution in any 
country, Marx and Engels limited themselves to a discussion, in very general 
terms, of “the method of division to be used at the beginning.” Their position 
on that is abundantly clear. As for “the general tendency in which the further 
development will proceed,” that, obviously, should involve an ever closer 
approximation to the ideal goal, “distribution according to need.” An avowed 
ideal is not something to be deferred to the never, never day of the millen- 
nium.** It is an active principle in the guidance of the society which truly em- 
braces it. The exposition in the article on the “Teaching of Economics” is, 
therefore, at fault*® in seeming to pose a flat contradiction between distribution 
under a socialist society and under pure communism. Even at the beginning, in 
the Soviet Union, a strenuous effort has been made to provide for the “social 
needs” of the population by means of the socialized branch of consumption. 
In addition, an effort has been made to safeguard the minimum of “individual 
needs” through the structure of the turnover tax. This tax ranges from “1 or 


Am. Econ. Rev., Vol. XXXIV, No. 3, p. 521. 

° Marx-Engels Correspondence, pp. 472-73. 

‘Thus, Lenin in 1920, “it has never entered the head of any Socialist to ‘promise’ that 
the highest phase of Communism will arrive.” State and Revolution (New York, Internat. 
Publishers, 1932), p. 80. 

“The fault is one of omission. The article dwells exclusively on the differentiation of 
individual money incomes. 
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2 per cent” of the accounting price of production of consumer commodities*® 
which comprise the staple articles of consumption ‘“‘up to nearly 100 per cent” 
in the case of outright luxuries.*° The socialized branch of consumption, “what 
is destined for the satisfaction of communal needs, such as schools, health 
services, etc.,’’ observes Marx, “wili grow in proportion to the development of 
the new society.”** With the ever-broadening scope of socialized consumption, 
differentiation of individual incomes recedes in importance. On the assumption 
{ increasing per capita output, this is not incompatible with an absolute 
increase in the range and amount of consumer commodities which become 
available for individual purchase. 

Furthermore, with a widely diffused, scientifically grounded technical edu- 
cation which, Marx and Engels insist, is basic to the constitution of a socialist 
society, the spread between the higher and lower individual income brackets 
should become greatly attenuated. Long-run equilibrium rates, which corre- 
spond to the relative costs of training different types and categories of labor, 
will supersede the short-run rates, heavily loaded with the scarcity rents, 
which of necessity have prevailed az the beginning in the Soviet Union. The 
following by Engels possibly goes so far as to suggest that the very differentia- 
tion of incomes should ultimately be abolished: “In a society of private pro- 
lucers private individuals or their families pay the costs of training the skilled 
worker; hence the higher price paid for trained labour power also comes first 
of all to private individuals, . . . In a socialistically organized society, these 
costs are borne by society, and to it therefore belong also the fruits, the greater 
values produced by skilled labour. The labourer himself has no claim to extra 
payment.”** Engels’s neglect of the problem of incentives, however, may indi- 
cate that his analysis refers to a communist society in which “from each accord- 

to his capacities” will be the natural and spontaneous concomitant of a 
very high degree of social consciousness. Furthermore, he was: opposed, in 
principle, to laying down a rule for distribution under socialism, and that is 
the “guiding principle” enforced by the standpoint of historical materialism. 
\s for the Soviet Union, in other than the far distant future, the necessity for 
increased output is going to be so great that it would be contrary to elementary 
common sense for the régime to dispense with the stimulus provided by the 
pportunity to rise in the scale of material welfare.** The essence of the tran- 
sition from a capitalist to a socialist society for Marx and Engels was, after 
all, most emphatically not the introduction of ideal distribution, but the 
socialization of production—so that there might be “progress without an- 
archy,” without the recurrent manifestations of that anarchy in the “con- 
tinuous succession . . . of prosperity, depression, crisis, stagnation, renewed 
prosperity, and so on.”’24 


n 


Those sold in the consumer market. 


Maurice Dobb, Soviet Planning and Labor in Peace and War (New York, Internat. 
rublishers, 1943), p. 58. 


" Critique of the Gotha Programme, p. 28. 
 Anti-Diihring, p. 222. 
Together with the objective recognition involved in a higher money income. 
Marx, The Poverty of Philosophy (New York, Internat. Publishers), p. 59. 


f ° 

if 

k 

h 

0 

le 

id 

16 

al 

er 
d 

n- 

on 

in 

ial 

n 

al 

or 

hat 

at 


142 THE AMERICAN ECONOMIC REVIEW [ MARCH 


As for progress in the direction of a truly democratic society in the Soviet 
Union, that will depend, above all, on a rapid increase in productive capacity 
and the lifting of most of the burden of armament. The following by Engels, 
while it was applied to prevailing and past societies, is net without pregnant 
implications for the political development of a socialist society: “so long as 
human labour was still so little productive that it provided but a small surplus 
over and above the necessary means of subsistence . . . the great division of 
labour between the masses discharging simple manual labour and the few 
privileged persons directing labour, conducting trade and public affairs, and, 
at a later stage, occupying themselves with art and science” was both a social 
necessity and the prerequisite of progress. The “special class,” which per. 
formed the social functions, “never failed to impose a greater and greater 
burden of labour, for its own advantage, on the working masses.” But, asserts 
Engels, thereby emphasizing the standpoint of historical materialism, “al) 
historical antagonisms between exploiting and exploited, ruling and oppressed 
classes to this very day find their explanation in this same relatively unde- 
veloped productivity of human labour. . . . Only the immense increase of pro- 
ductive forces attained through large scale industry makes it possible . . . to 
limit the labour time of each individual member to such an extent that all have 
enough free time left to take part in the general—both theoretical and prac- 
tical—affairs of society.”* 

What are the implications of the foregoing for the social and the political 
development of the Soviet Union? The “small surplus over and above the 
necessary means of subsistence” together with the need for intense and pro- 
longed labor will enforce, in all probability, for some time to come “the great 
division of labor between the masses discharging simple manual labour and 
the [relatively] few privileged persons.” If this situation be excessively pro- 
longed, there is danger that the “intelligentsia” may become constituted into 
a class or estate. Those who still aspire to the destruction of the Soviet 
régime*® will insist on judging its present operation by the standards of an 
equalitarian Utopia. Those, on the contrary, who have a genuine interest in 
the welfare of the Russian masses and in the career of political «and social 
democracy in Russia will try to promote a generous policy of foreign invest- 
ment in that country and the allaying of ill-informed hostility toward the 
Soviet régime. 

The ensuing increase in the “surplus over and above the necessary means of 
subsistence” resulting from the liberation of resources for the purposes oi 
consumption, the more rapid increase in productivity and the lifting of most 
of the burden of armament, however, only furnish the material premises for 
the inhibition of social stratification and the realization of the promise o/ 
political democracy contained in the Soviet constitution of 1936. To this must 
be added, we may infer from Marx and Engels, a system of widely diffused 


* Anti-Diihring, pp. 200-01. 
* Or the condemnation of that régime incident to the factional conflict among socialists 
within this country. 
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liberal and scientific education. That would preclude the monopoly of educa- 
on by a given group which, in a highly productive society devoid of the 
private OW nership of the means of production, is the only abiding premise for 
class domination. It is, therefore, to the provisions for leisure and education, 
rather than to the prevailing range of income differentiation, that we must 
look for criteria as to the promise of a classless society in Russia. Moreover, a 
system of education of adequate scope and appropriate character will greatly 
minimize the persistence of “non-competing groups” which are at the base of 
wide income differentiation. I will permit myself to add that a liberal and 
scientific teaching of political economy will reveal that, in a society charac- 
terized by pronounced inequality of income, “distribution according to labor” 
is largely devoid of quantitative significance in terms of social welfare. 
Leo RocINn 
University of California 


World’s Output of Work 


An estimate of the world’s output of work, based chiefly on 1929 data, was 
published in this Review for March, 1933 (Vol. XXIII, pp. 56-60). Since more 
than a decade has elapsed, it has seemed desirable to reéstimate the current 
situation on the basis of 1939 data, that year being chosen not only to corre- 
spond with the previous estimate, but also because it somewhat minimizes 
the difficulties which were created by World War II. 

These could not be altogether overcome, however. The aim was to re- 
produce the figures of the table which appeared on page 58 of the earlier 
publication and set opposite them, for easy comparison, the corresponding 
figures for 1939. This was not possible. No data could be obtained, for the 
later date, for power derived from coal in Japan or Argentina, while the 
puzzling problem of what to do with Austria, Czechoslovakia, and Poland 
was coped with by assuming that the first two should be wholly included in 
Germany, as was the coal and water power of Poland, while one-third of the 
population and part of the petroleum of Poland was included in Russia. With 
these comments the table which follows will perhaps be self explanatory. 

A full explanation of the basis of calculation of these estimates was given 
in the earlier paper, but for the convenience of the general reader it may be 
said here that the output of human work was calculated on the basis of 
1/30 horsepower for 10 hours per day per capita, The coal power was calcu- 
lated on the basis of 4 pounds of coal per horsepower-hour of work; with the 
exception of two countries which use large quantities of lignite, and where 
an adjustment was made for its lower calorific power. One barrel of crude 
- leum was estimated to yield, on the average, 183 horsepower-hours of 

«. For water power, official statistics.of actual horsepower-hours of output 
are apteind for the United States and Canada, and the U. S. Geological. 
Survey publishes estimates of the potential water-power resources of all coun- 
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‘ries. The other countries are credited with an actual output which bears the 
same ratio to their potential as in the United States. 

It will be noticed from the table that Russia appears to have more than 
doubled its per capita output of work in a decade. Several other countries 
show notable increases, especially Canada; the latter’s increase (as well as 
<ome of the others) being chiefly due to water power. The per capita decrease 
in the United States is because the increase in petroleum and water power 
failed to compensate for the decline in coal output; it may be statistical 
rather than real, since the efficiency of the use of the first two is probably 
creater than that of coal. This may also apply to Belgium. The per capita 
decline in Germany is due to the inclusion of the lower-ranking populations. 

I am deeply indebted to Mr. Melvin I. White, graduate student in eco- 
nomics, who not only performed all the tedious work of arithmetical calcula- 
tion from the basic data for 1939, but assembled much of it, and wrestled with 
the problem of making it conform to the data used for 1929. 


Tuomas T. READ 
Columbia University 


Pragmatism and Economic Theory: A Rejoinder 


In the December 1944, issue of this Review Dr. Dudley Dillard criticizes 
my discussion in a recent article’ of the relation between economic theory 
and economic policy. In my article I emphasized that theoretical arguments 
in the field of economics are largely, though often not consciously, determined 
by social philosophy, which in turn depends on the general political trend. 
I applied this notion to the Keynesian theory of employment, in particular 
to the concepts of marginal propensity to consume, marginal efficiency of 
capital and liquidity preference. 

Dr. Dillard expresses surprise that I have based my reasoning on Pareto’s 
iew concerning nonlogical sentiments and “derivations” without even men- 
tioning American pragmatism. It must be emphasized, however, that the Pareto 
spect and the pragmatic aspect are entirely different, and the explanation of my 
mission” is simply that I accept the Pareto view, but I reject the application 
{ the pragmatic doctrine to the problem of the relation between economic 
heory and economic policy. According to Pareto, the psychic state of a 
eople, in particular powerful interests, determine in the long run the policy 
{a country as well as the theory which is to justify that policy. A theory 
ay seem to be conceived independently of the consequences it has in regard 
policy. Actually it cannot escape the influence of the political trend which 
etermines, at least to a great extent, direction and outcome of the theoretical 
easoning. 

Applying the Pareto aspect to the Keynesian theory, I stated that this 
cory is an example of the influence the political trend exerts on the argu-— 


im. Econ. Rev., Vol. XXXIV, No. 1 (March, 1944), pp. 87-97. 
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mentation of a writer on economics. Needless to say, this inference may 
well be exerted by the way of determining first the social philosophy of the 
writer. The main point is that notions of what should be direct—often yp. 
noticed by the theorist—the conception of what is, or rather what is sup. 
posed to be. In order to prove that the Keynesian theory is a case in poin; 
I tried to show that the economic policy Keynes suggests as a consequence 
of his theory actually does not follow as a logical corollary from his theo. 
retical reasoning. In this connection Dr. Dillard expresses his “fundamenta! 
criticism” of my position on the ground that in Part III of my article | 
conclude “that policy is prior to theory,” whereas I analyze “Keynes’s theory 
in Part II as though theory were prior to policy.” But is there really a con. 
tradiction? I am inclined to believe that a fairly careful reader could not 
discover any. In Part II I show that the policy suggested by Keynes dog 
not necessarily follow from his theory, as the reader would expect; and in 
Part III I conclude that policy and/or social philosophy may well determine 
the structure of theory. Now Dillard takes issue with my question: “Doe; 
the suggested policy [of Keynes] follow necessarily from the [Keynesian 
theory?” and he calls this question “wrong.” But why is the question wrong? 
If a writer says, explicitly or implicitly, that if and only if p (for example 
more equal distribution of income by heavy taxation of the wealthy), then 
q (full employment), and if I can prove that there may be gq without #, I am 
entitled to say that the explicit or implicit statement “if and only if #, then 
q” is not true; and no pragmatist who regards logic as something more than 
a political instrument will deny that. 

When I wrote my article I expected objections on the ground that I had 
done Keynes an injustice by stating that somehow political purposes entered 
his apparently “objective” theorizing. Now I am surprised to see that, 
according to one critic at least, I have not gone far enough because I did not 
use pragmatic philosophy as a means of solving the question concerning the 
relation between economic theory and economic policy. 

Let us examine now the positive contribution of Dr. Dillard to our prob- 
lem. In suggesting an investigation of “policy as the operational meaning 


of theory,” he rightly points out that the operational approach has come to | 


play an important réle in modern philosophy and natural science, and he 
advances the undoubtedly original idea of applying that approach to eco- 
nomics. Fortunately we are not left in the dark about the way Dillard 
wants to apply the operational approach to economics, in particular to the 
Keynesian theory. “The operational concept” is to be used “to explain theories 
as plans of action in the sense that [John] Dewey defines ideas as plans of 
action.” Dr. Dillard contends that the general Keynesian concepts have a spe- 
cific practical meaning, and he misses in my analysis the suggestion “that a cer- 
tain theory is articulated because the pragmatically selective perspective of the 
theorist leads him in that direction. . . . The world of policy is prior to the 


world of theory not only in the sense that theories which are to survive must § 


conform to underlying political trends, but also in the sense that the thought 
of ‘theorists’ represents a more sophisticated way of thinking about policy.’ 


* Italics are mine. 
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_. Keynes the man of policy has given vitality to Keynes the man of 
the orv... . Because he was so vitally interested in policy he worked out his 
new General Theory as an argument for his policy. Thus he drew economic 
theory back to the path of realistic policy.”* 

I am afraid Dr. Dillard is not quite aware of the grave, nay disastrous, 
consequences to which the general acceptance of his position would lead with 
respect to the future development of economic theory. The proposition that 
“the thought of theorists represents a more sophisticated way of thinking 
about policy” means in less sophisticated words that theory and theoretical 
concepts have to be used as tools for the vindication and carrying out of a 
certain policy. I do not believe that Keynes himself would accept this inter- 
pretation of his theory, and I am even doubtful whether American pragmatists, 
to whom Dillard refers, would agree to it.* It is one thing to regard ideas 
as plans of action in the field of natural science. It is another thing to apply 
this consideration to the field of social science, as Dr. Dillard suggests. In 
the former sphere the concept may well have some advantages, although 
there are, even in that field, serious drawbacks. To use Bertrand Russell’s 
words: When what passes for knowledge is considered to be no more than a 
momentary halting place in a process of inquiry which has no goal outside 
itself, inquiry can no longer provide intellectual joys, but becomes merely a 
means to better dinners and more rapid locomotion. However, this drawback 
is nothing compared to the catastrophic results which would follow from the 
general adoption of Dr. Dillard’s view in the economic field. The conception 
of ideas as plans of action in physics and chemistry is based on the wish to 
foretell future events and thus to dominate the material world. The ultimate 
goal of ideas used as plans of action in the economic sphere in conformity 
with Dillard’s proposition could be no other than to rule society. Ideas would 
become mere tricks, and theory would be degraded to propaganda, Because 
I do not treat the Keynesian concepts as having “specific pragmatical mean- 
ing, discoverable by the operational approach,” Dr. Dillard declares me 
“guilty” of “wandering all over the place.” Well, I prefer to go on wandering 
to accepting his notion of economic theory. The level of so-called theoretical 
discussions in economics is not always very high even without following Dr. 
Dillard’s suggestion. What would it be if that suggestion were generally 
accepted? 

OTTO VON MERING 
Tufts College 


* Italics are mine. 

*See Dominique Parodi in The Philosophy of John Dewey (Evanston and Chicago, 
1939), where the author (p. 233) cautions against a frequent misconception concerning 
the instrumental logic of pragmatism. He denies that pragmatism “would want to make 
of thought merely a means for practical end,—‘practical’ being taken in the sense of 
certain material utilities like drinking and eating.” According to pragmatism, “what is 
better for us to believe is true, unless the belief incidentally clashes with some other vital 
benefit.” (William James, Pragmatism [New York, London, 1943], p. 77; italics are 
mine). In our case the independence of theory as to political trends and political slogans 
may well be regarded as such “other vital benefit,” so that the operational approach, 
applied in Dillard’s manner, would have to be rejected even from the pragmatic angle. 


“Bertrand Russell in The Philosophy of John Dewey, op. cit., p. 156. 
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THE AMERICAN ECONOMIC REVIEW 
Consumer Cooperatives and Economic Efficiency 


It has long been realized by many economists that business efficiency (finan. 
cial profits) and economic efficiency (resource allocation) are not necessarily 
identical and cannot always be maximized by the same policies.* This recogni. 
tion has become even more widespread since the advent of the various theories 
of monopolistic and imperfect competition.? There is, however, at least one 
type of business organization which under certain circumstances can be 
theoretically expected to achieve economic efficiency while simultaneously 
serving important private interests. This is the consumer, codperative which js 
intelligently directed in the best interests* of is owning clients. This theorem 
is novel and practically important. It means that certain types of codperative 
organizations and policies favor the general economic welfare and hence 
should perhaps receive greater public support through legislation. In the past 
the pros and cons of consumer codperation have been argued in terms of con- 
sumer education, yardsticks for non-codperative retail outlets, reduction in 
marketing costs, and so forth. This note attempts to break new ground by 
emphasizing the contribution of consumer codperatives to optimum pricing 
policies.‘ 

Economic Efficiency 

In this note it is supposed that economic efficiency concerns the allocation 
of resources among different business units. We shall follow Lerner, Kahn, 
and others in supposing that the “monopoly gap” should be equal in all cases 
when gauged according to some relative measure.® We shall go further and 
agree with Hotelling, Meade, and others that the aim of public policy should 
be not only equal but zero “monopoly gaps.” That is to say, the general wel- 
fare requires that all business units—whether farms or firms—follow a price 
policy which results in a scale of operations such that marginal cost is equal 
to the marginal demand price of the market.’ This is held to be the social 
optimum because (1) the demand schedule is usually assumed to represent at 
least the monetary value* placed by the market as a whole on the utility 

*For example, this is essentially the theme of Pigovian welfare economies and the 
literature which has grown up around it. 

* This is pointed out by R. F. Kahn in “Some Notes on Ideal Output,” Econ. Jour, 
Vol. 45 (Mar., 1935), pp. 1-35. 

*“Best interests” is defined as maximizing net consumers’ surplus (infra, pp. 150-51). 

*Some comments regarding the reality of these alleged marketing economies appear in 
the final section. 

*J.e., (P-MC)/P. See A. P. Lerner’s “The Concept of Monopoly and the Measurement 
of Monopoly Power,” Rev. Econ. Stud., Vol. 1 (Oct., 1933), pp. 157-75. Also Kahn, 
op. cit. 

*H. Hotelling, “The General Welfare in Relation to Problems of Taxation and of Rail- 
way and Utility Rates,” Econometrica, Vol. 6 (July, 1938), pp. 242-69. J. E. Meade, 
An Introduction to Economic Analysis and Policy (New York, Oxford Univ. Press, 1938, 
Part IT). 

* Diagrammatically, in the case of monopolistic competition, output and related price 
should be determined by the intersection of the demand and marginal cost curves. 


* This reservation is necessary because of income inequalities and the impossibility of 
making interpersonal utility comparisons. 
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provided by the marginal unit and (2) the marginal cost curve is identified 
with opportunity costs® incident to using resources in making this same “final” 
unit of product.’? However, the profit-maximizing management of a marketing 
concern will not seek this equation when it realizes that the relevant sales 
curves are less than infinitely elastic. It will then prefer to equate marginal 
revenue and marginal cost and will consequently operate at a suboptimum 
yolume and supraoptimum price. Is there anything about the purposes and 
organization of a consumer codperative which might render the operators’ 
welfare and economic efficiency compatible? The answer is Yes, providing 
the consumer interest and control are respectively paramount and aware of 
their real self-interest. 


Profit Maximizing Codperatives 


The price policies of some consumer codperatives are motivated by a desire 
to maximize profits. Accordingly the resource allocation which results is no 
different from that which would occur under normal conditions of monopo- 
listic competition. The adjoining diagram, in which the demand curve is 
drawn on the assumption that buyers have no anticipations regarding eventual 
rebates or assessments, depicts such a case. A price of P, maximizes the finan- 
cial return, for marginal cost (MC) and marginal revenue (MR) are equal at 
a turnover of Q, units per time period. The resulting “monopoly gap” (AB) is 
considerable and undesirable. 

There are a number of reasons why, despite the superficial paradox, con- 
sumer codperatives often duplicate the policies of regular businesses. First, 
this policy, providing that a profit results,’ permits the greatest possible total 
rebate for the entire membership.’* 

Second, consumer codperatives are AC 
often in debt and the members may 
wish to pay this off as rapidly as pos- 
sible: in this case they should logi- MC 


cally favor a price of P,. Third, busi- A 

ness prudence often dictates the AC 
building up of cash reserves, inven- 
tories, or simply expansion. If this 
is to be done through reinvestment of 7 
profits, it can be accomplished most 
rapidly by following the usual formu- 
la of equal marginal cost and mar- 
ginal revenue. Fourth, the manage- 
ment of a codperative will often © Q 
quote “normal” and “accepted” prices 

so as to avoid undue hostility from business rivals and retaliatory price cut- 


O} 


Q; Q 


‘This theoretical identity presumes absence of monopsony distortions. 
“The abstract reasoning employed here is concisely stated by E. W. Clemens as a foot- 
note to page 795 of his “Price Discrimination in Decreasing Cost Industries,” Am. Econ. 
Rev., Vol. XX XI, No. 4 (Dec., 1941). 


" As it does in the diagram, for at Q: volume the price exceeds the average cost. 


x he effective price would be Ps (i.e., equal to average cost) if all profits were dis- 
‘ributed amongst members according to the amount of their purchases. 
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ting. This normal price will be approximately P, unless the cost and revenue 
functions of the codperative under discussion are abnormal. Fifth, the destiny 
of perhaps most small- and medium-scale retail establishments seems to be 
little better than to “break even” over periods of time. Consequently, in the 
customary absence of any means for financing continual loss, there seems to 
be no choice for those in charge but to maximize profits or minimize losses as 
the case may be.** In view of these five reasons it is not difficult to understand 
why most codperative managers might be expected to measure success by their 
profit showing. However, a traditional price policy (P, in the diagram case) 
is mot the best from the viewpoint of either the community at large™ or the 
consumers themselves.” 
Price Minimizing Codperatives 


The principal argument for joining and patronizing a consumer codperative 
is of course that the buyer saves money in doing so.** The acid test with the 
buying public is whether the ‘“‘codp” prices are really lower after all aspects of 
related service are considered.** Conceivably many a manager of a consumer 
codperative considers low prices—either gross (before rebate) or net (after 
rebate)—to be his proper objective. But normally he will prosecute this pro- 
gram only to the point that all potential profits have been lost. In this case 
the lowest possible gross price would occur at a sales volume of Q,"* and the 
lowest possible net price at a volume of Q,.?® In many cases the lowest possible 
net and gross prices will be similar and will occur at the same volume of sales.”’ 
However, when this distinction is real, the lowest net cost will necessarily be 
less than the lowest gross cost. In reality low prices are not a valid objective 
for codperatives owned and operated by and for consumers. 


Maximizing Net Consumers’ Surplus 


It is of course true that consumers—in the ordinary case where they do not 
have an ownership interest in the store they patronize—receive a larger sur- 
plus the lower the prices demanded. The situation is very different, however, 
in the instance of a consumer codperative where profits (or possibly losses) 
are shared by the members according to the amount of their purchases. Under 
this circumstance the consumer membership cannot press indiscriminately for 


* The case depicted in the diagram is obviously not one of just “breaking even.” The 
illustration for such a case—the Chamberlinian tangency solution—would show average 
costs in excess of price for every output save that which equates marginal costs and 
marginal receipts. 

** Because of the resultant monopoly gap of AB. 

* See the section headed Maximizing Net Consumers’ Surplus. 

* This is not intended as disparagement of those many persons whose loyalty to the 
codperative principle is based on an almost mystical faith in its moral superiority. 

* See the final section. 

* Because this is where the curves of average total cost (ATC) and average revenue 
(AR) intersect. 

* Because average total cost is lowest at this volume. 

*” I.e., when the demand curve intersects the average total cost curve at or before the 
output which minimizes per unit costs. 
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lower prices and larger consumers’ surpluses, for they will be paying these to 
themselves in sacrificed profits or realized losses.** Conversely, it would be 
‘olly to think only of adding to profits through higher prices if this forces an 
‘incommensurate loss of consumers’ surplus. Obviously, the two elements of 
profits and consumers’ surplus must be weighed against each other, and the 
physical sales volume which balances them at the margin must be estimated 
and attained. This process can be best described in terms of the diagram 
already employed. At output Q, the effect of a slight increase in volume result- 
ing from a small price reduction is an increase in gross consumers’ surplus of 
AB (difference between the demand price and marginal revenue) and a zero 
change in profits (because marginal revenue and marginal cost are equal): 
consequently, the net addition to consumers’ surplus after rebate is also AB 
(demand price minus marginal cost), and the volume is suboptimum (because 
a “monopoly gap” remains). At output Q, the change in net consumers’ sur- 
plus is minus CD (the demand price less marginal cost), because the increase 
in gross consumers’ surplus of CE (demand price less marginal revenue) is 
more than offset by the decrease in profits of DE (marginal cost less marginal 
revenue): without a doubt the volume is supraoptimum (because the demand 
price less marginal costs is a negative magnitude). Only at Q, is the incre- 
mental change in gross consumers’ surplus of FG (demand price minus 
marginal revenue) equal in magnitude but opposite in sign to the incremental 
change in profits of FG (marginal revenue minus marginal cost). This follows 
from the fact that the demand price and marginal cost are equal at this volume 
and accordingly Q, is the optimum rate for the consumer codperative. 

This equating of demand price and marginal cost is, however, also the 
adjustment which, always assuming no monopsony power is involved, has been 
recommended by Hotelling and others in order to improve resource allocation 
for the economy at large. Enlightened self-interest on the part of the manage- 
ments of consumer codperatives should cause its more extensive adoption. The 
policies of other types of distributing outlets presumably will not.** These 
theoretical conclusions may be of great social importance.** 


Practical Objections to the Theoretical Optimum 


There are a number of practical difficulties which might be encountered by 
a cooperative attempting to operate so that the net consumers’ surplus was 
maximized. 

First, as previously stated, the price may be dictated by competitive cus- 


‘This statement must be modified in those cases where nonmembers also patronize the 
cooperative extensively, and augment, but do not share, the profits paid out to members 
as periodic rebates. 

“For reasons already detailed (supra, pp. 148-49). 


The writer, in concluding this section, believes that a detailed validation of the con- 
sumers’ surplus concept is unnecessary. Despite minor defects it remains too powerful a 
tool of analysis to remain in the discard. A seemingly strong case for its employment has 
een made by H. Hotelling (op. cit.) and J. R. Hicks (“Rehabilitation of Consumers’ 
Surplus,” Rev. Econ. Stud. Vol. 8 [Feb., 1941]). Its limitations have been admitted 


a by this writer. (“The Monopsony Case for Tariffs,” Quart. Jour. Econ., Vol. 58 
[Feb., 1944]). 
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tom, and a price of P, might lead to such retaliation by rivals that marginal 
revenue for additional output might in reality be negative.** On the other 
hand, the managements of the cooperative and competing stores may all sup. 
pose that they will not be followed should they raise prices.*® When this 
asymmetrical supposition is common we can reasonably expect the perpetua- 
tion of any traditional price.** It is unlikely that such a traditional and yp. 
alterable price determination will happen to be the one which we have stated 
to be theoretically ideal. 

Second, profits may be zero though maximum at some output less than 
that which equates marginal costs and the marginal demand price. Adherence 
to our formula will then entail losses which must be financed in some way. 
Presumably this could be effected by an assessment of the codperative’s mem- 
bership.” Nor is this such a ridiculous procedure as might at first be imagined 
for it will be recalled that the amount of the total assessment will be less than 
the monetary value of the consumers’ surplus realized by lowering price and 
expanding output. Unfortunately it is not always possible to collect in full 
after the event. The danger of such bad debts might be partially mitigated 
by the payment of a supposedly sufficient and uniform membership deposit 
at the commencement of each fiscal period. Buyers in small volume would 
eventually obtain a rebate as their final assessment per dollar of purchases 
would likely be less than their original lump sum deposit. This deposit could 
be in lieu of the usual membership fee. An arrangement such as the one sug- 
gested here would naturally not be applicable for the casual customer who 
does not care to become a member and pay a deposit. Rather than lose the 
patronage of these people it might be politic to sell them merchandise—but 
always at a certain markup above the prices quoted to members. 

Third, it is questionable whether the management and membership of a 
consumer cooperative will appreciate the detailed reasoning behind the claim 
that self-interest requires the codperative to equate incremental costs and 
demand price at the margin. Without this understanding there may be con- 
siderable unwillingness to adopt the goals presented here.”® 


™So far we have supposed that the demand curve (AR) in the figure is based on the 
assumption that the prices of other and rival firms always remain unchanged. 

* In other words, using Chamberlinian terminology, “little dd’ ” may be significant above 
the traditional price and “big DD’ ” below it. 

* The possibility and consequences of such a discontinuous demand curve has been sug- 
gested by R. L. Hall and C. J. Hitch (“Price Theory and Business Behavior,” Oxford 
Economic Papers, Nu. 2). 

*TIt might be objected that it is excessively roundabout to charge such low prices that 
assessments must be collected in compensation: however, this is no more circuitous than 
the more usual practice of charging overly high prices and then distributing the profits. 

*It hardly seems necessary to mention that a management is usually in considerable 
doubt as to the magnitude of marginal costs. This is not to be wondered at when one 
considers, as an extra complication, that marginal costs are partially dependent on the 
time period supposedly allowed for adjustment. The substitution of a different goal (i. 
equation of marginal cost to price rather than marginal cost to marginal revenue) wil 
be of little practical importance if ignorance of the significant relationships precludes their 
attainment save by chance. 


1‘ 
ul 
pt 
de 
su 
sul 
in 
te 
mi 
in’ 
th 
it 
fre 
do 
fo 
pe 
the 
in 
di 
mé 
ca 
me 
be 
mi 
tat 
in 
in 
the 
as 
Su 
for 
ma 
pre 
(e. 
the 
tha 


) the 
bove 


sug- 
ford 


that 
than 
ts. 
rable 
one 
the 
(i.e., 
will 
their 


1945] COMMUNICATIONS 153 


Internal Organization of Consumer Codperatives 


The policies pursued by the managers of a codperative will usually depend 
upon the voting strength of the various interests concerned. Consequently, the 
political organization of the undertaking is important. Indeed, the economic 
desirability of consumer codperatitves, and hence perhaps the governmental 
support often enjoyed by them, might be made to depend upon their internal 
structure. 

In practice most consumer codperatives are governed substantially accord- 
ing to Rochdale principles. One of the outstanding characteristics of this sys- 
tem of operation is the “one member, one vote” principle. This rule is seldom 
mitigated by any consideration of the value of each member’s purchases or 
investment. Management under the Rochdale plan should be sympathetic to 
the price policies described above as being economically optimum.”* Actually 
it would be difficult to evolve a practical organizational structure different 
from the Rochdale type which would remove the dangers of both financial 
domination and consumer irresponsibility. 

Control of a codperative should never be vested entirely in those responsible 
for financing part or all of the undertaking. The natural inclination of such 
persons will be to maximize the monetary return. This will even be true when 
the stockholders are limited as such to a certain percentage return on their 
investment, with any remaining surpluses being distributed as a patronage 
dividend according to the value purchased by each member. The appointed 
manager, in order to play safe, will still set prices too high and hence 
cause too low an output. Such unrelieved caution deprives the patronizing 
members of an unduly large part of the consumers’ surplus which might have 
been available for them. 

On the other hand, voting control according to total value of purchases 
might well prove unworkable. There might be a human and shortsighted temp- 
tation for the voting consumers of the day to lower prices excessively, thus, 
in effect, donating past investments of working capital to current consumers 
in the form of purchasing economies. Such tendencies would seriously threaten 
the financial security of any codperative if left unchecked.*° 

The best price policy for consumer codperatives has already been described 
as the balancing of consumers’ rebates (or assessments) against consumers’ 
surplus. However, as already suggested, this may be too sybtle an approach 
for general appreciation. More frequently the issue as seen by the membership 
may be financial conservatism (e.g., conventional pricing, maximizing of 
profits, and reinvestment of resultant surpluses) versus consumer impatience 
(e.g., low retail prices, full patronage dividends, and greater volume). A com- 
promise policy would be one which strives to maximize retained financial 


* Supra, pp. 150-51. 

” It has been suggested above (p. 152) that codperatives, which run deficits should assess 
each member a uniform and provisional amount at the beginning of each financial period 
in order to recoup this loss. The psychological effect of this proposal might be to accentuate 
the danger just described, with the voting consumers pressing for lower prices in order 
that the assessment they have paid may prove worth-while, and feeling morally justified 
in making these demands. 
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profits and experienced consumers’ surplus jointly rather than one of them 
alone. Policies designed to reach this goal would also eliminate the “monopoly 
gap” and thus satisfy the more basic requirement we have set ourselves,” 
Rochdale voting principles may favor such a compromise adjustment: mem. 
bers are then often both investors and consumers, and the one-vote rule 
divorces the influence of each member from the extent of his special! interest as 
an investor or purchaser. 


Summary and Conclusions 


{t has been argued here that the social value of certain consumer codpera- 
tives arises from the effects of their price policies upon resource allocation, 
The codperatives which advance the general economic welfare are those which 
seek to maximize net consumers’ surplus and thus incidentally eliminate any 
“monopoly gap” which might otherwise be presumed to exist. Codperatives 
which attempt to maximize profits in the same way as any other business 
enterprise have no special claim upon public sympathy. This distinction in 
pricing objectives, if ascertainable, might provide governments with a test for 
deciding whether to extend or withhold certain aids. 

In the past advocates of codperation have not always based their case on the 
strongest possible grounds. Often they have pleaded lower prices after rebate 
because of superior business efficiency. The low level of costs often achieved 
has, however, too frequently been the result of tax exemption, services donated 
by members, inconvenient location and hours, absence of delivery and credit 
facilities, concentration on certain main lines of goods, and the like. In most 
of these circumstances the only advantage of a codperative over a regular 
business is the greater willingness of the patrons to accept poor service. In 
terms of real economic cost there appear to be no general reasons for supposing 
that a cooperative is more efficient than a private distributor. If a consumer 
codperative does charge lower prices than its approximate rivals, the cause is 
less likely to be differences in costs than a rare willingness to pass on potential 
monopoly profits.*? 

The analysis of the preceding sections would seem to indicate that a far 
more potent and possibly scientific case can now be made for consumer 
codperatives than has previously been advanced. Moreover, it can be set forth 
in terms of resource allocation and hence at an unusually fundamental level. 


"For any given output, assuming long-run or ignoring fixed costs, the financial profits 
are the area below the marginal revenue curve minus the area below the marginal cost 
curve, while the consumers’ surplus is the area below the demand curve minus the area 
below the marginal revenue curve. Thus the joint financial profits cum consumers’ surplus 
is the area below the demand curve minus the area below the marginal cost curve, for the 
algebraic addition of these two quanta eliminates the marginal revenue term. This com. 
bined element will therefore be maximized by an output for which the incremental costs 
and demand price are equal at the margin. 

“This paragraph is not intended to deny the many worth-while contributions of con- 
sumer codperation. Codp stores are in a somewhat better position than the ordinary 
consumer to judge the quality of different brands and lines of goods. If they are large 
enough they may do their own testing and order goods according to their own specifica- 
tions. Occasionally coéperation provides an accidental mitigation of a monopoly situation 
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‘urther exploration of the somewhat novel approach presented here might 
ead to greater government support of genuine** consumer codperatives after 
he war.** 
STEPHEN ENKE 
University of California 
Los Angeles 


New England Mutual Savings Bank Laws as Interstate Barriers 
to the Flow of Capital 


I 


Much has been written in recent years about state laws and administrative 
egulations that have caused state boundaries to become significant in an 
conomic sense. Attention has, for the most part, centered upon those particu- 
br laws and regulations that have acted as trade barriers; little has been said 
bout those that have lessened factor mobility, particularly that of capital. 
tavings, before actual investment in capital goods, are highly mobile. As a 
esult, lower taxes, gifts of land for factory locations, anti-labor policies, etc., 
re practices adopted by areas attempting to attract capital saved elsewhere. 
onversely, there have been legislative efforts in states that normally export 
apital to hinder its emigration. The most important of these have had to do 
ith savings accumulated through mutual savings banks; in some states these 
nws have been generalized to include investments made by trust companies 
nd certain other financia] institutions under state jurisdiction. Unlike state 
ade barriers, which are a comparatively recent phenomenon, these impedi- 
bents upon capital mobility are old and well established. Although they were 
f more consequence relative to the size and wealth of the United States forty 
ears ago than they are now, they still cause distortions in the geographical 
bcation of the investment of savings accumulated through savings banks. 

In most of the seventeen states in which mutual savings banks are located, 
1e legislatures have prescribed the operating procedures which they are to 
llow in considerable detail, including two types of investment restrictions. 
he first is designed to protect the depositor from loss. Those falling under 
his classification not only limit the fields of investment to those that the 
gislators considered to be least speculative at the time of enactment but also 
hclude detailed credit tests which must be met by borrowers in the approved 
lds before the securities they have issued are legally approved for savings 
ank investment. The New York law has the best provisions of this type 
though somewhat similar ones are also found in those of most other mutual 
tvings bank states, including New England. 

The second type of restriction has been designed to aid borrowers within a 
ate (or regional group of states) rather than the depositors. These have been, 

d remain, characteristic of the New England laws. There are three methods 


"1L.e., codperatives which follow the price policies recommended here. 
“The desirability of producer codperatives is another story. 
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by which emigration of capital accumulated in savings banks (and other stat: 
chartered institutions subject to the same restrictions) is hindered: (1) by 
approving certain fields of investment only if the borrower is located within 
the state, (2) by legally permitting loans to borrowers in the state with syb. 
stantially poorer credit than if they resided outside of the state, (3) by tar. 
ing investments made by the banks outside of the state while waiving the tay 
on investments made within the state. 


II 


The founders of American mutual savings banks were inspired by the suc. 
cess of English savings banks in providing the thrifty poor with safe agencies 
to keep their surplus funds. The previous absence of institutions to perform 
this function had greatly aggravated the problem of poverty. A group of philan. 
thropic Bostonians organized the Provident Institution for Savings in that 
city late in 1816. Its charter contained no restriction upon the investment of 
its deposits except that they were to be “used and improved to the best ad. 
vantage.”’ Later New England savings banks were modeled upon this pioneer 
and they likewise were not limited by charter restrictions in their choice of 
investments. This was in sharp contrast to New York practice. 

For the first fifty years of their existence, American savings banks were in- 
formal enterprises conducted somewhat like our present-day credit unions. 
They were looked upon as philanthropies and highly respected business men 
contributed their services as trustees. Their combined assets were of insufi- 
cient size to attract many “pressure groups” wishing legislation to modify 
investment practices in such a way that they might benefit. 

Conditions changed markedly during the second half of the century. 
Probably the principal cause for the emergence of savings banks as major 
financial institutions was the acceleration of industrialization in New England 
during the Civil War period. This sharply increased the number and income oj 
wage and salary workers with the result that the deposits of the savings banks 
grew at a surprising rate. By the third quarter of the nineteenth century the 
savings banks had, as a general rule, lost much of their early philanthropic 
character. In many instances they were, for practical purposes, savings de- 
partments of national banks. However, the state continued to exercise’a strong 
interest in the way in which they conducted their affairs. One aspect of this 
interest was the adoption of a policy to hinder the exportation of savings bank 
funds to areas outside the state where interest rates were higher. 

Between 1870 and 1910 there was almost continuous agitation in the Nev 
England states for the adoption of legal means to stem the outward flow «i 
capital. It was argued that investments within the state shguld be given ! 
marked preference and, occasionally, those within New England a lesser 
preference. Since savings banks (and trust companies) were the only investos 
whose actions could be easily controlled by the state, this argument wa 
limited to ways in which savings banks could be induced to invest a greait! 
portion of their deposits within the state. The difficulties encountered by the 
advocates of capital retention did not arise from objections made by advocalts 
of free trade in capital, rather they rose from the fear that their policy, ! 
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pushed far enough, would either deprive banks of the opportunity to make 
safe investments or force them to make so many risky investments that fail- 
ures would increase. There has been little discussion of the question since 
1910, but the measures that were in effect at that time have remained although 
often in a modified form. 

Among the reasons given for hindering capital export were to develop re- 
sources, to aid manufacturing, to provide farmers with cheaper capital, and 
to provide jobs for the class of people for whom the banks were established. 

The most common early attempt to hinder out-of-state investment was to 
define investments that could be made legally in such a way that, with some 
exceptions, the borrower had to be a resident of the state. This policy ordi- 
narily did not apply to United States government bonds and a few out-of- 
state municipal and state obligations because it was recognized that the banks 
needed some liquid assets. 

With the passage of time these hindrances have been eased considerably. 
There have been two reasons for this: (1) the phenomenal growth of savings 
deposits created a situation in which the banks were unable to invest their 
funds suitably unless the list of eligible investments was enlarged; (2) the 
development of a technique of differential taxation of bank assets which did 
not possess the disadvantages of the earlier procedure of defining eligible 
investments. However, many of these earlier restrictions remain. For example, 
the present Massachusetts law permits real estate loans only upon property 
within the state, personal loans only to citizens of Massachusetts, and the 
purchase of stock of only those banks incorporated by the state. Similar 
illustrations could be given for each of the five other New England states. 

In many instances the rigor of these restrictions has been lessened by 
adding out-of-state (or New England) investments providing that the bor- 
rower has excellent credit, whereas a domestic borrower does not legally have 
to be such a good risk. For instance, in general the bonds of any New Eng- 
land municipal body may be legally purchased but the bonds of non-New 
England bodies can be bought only if they are able to meet a number of 
credit tests. Another illustration (although not one that is now very impor- 
tant) is found in the provision of the Maine law that permits a savings bank 
to buy the bonds of any railroad incorporated and operating largely in Maine 
providing only that it is 500 miles in length. Bonds of railroads elsewhere 
may be purchased only if they are able to meet a large number of specifica- 
tions designed to eliminate poor risks. 

Commercial banks have been taxed in New England since Colonial days 
and savings banks since the Civil War. Prior to 1893 the savings bank tax 
was levied on either the total deposits or the total deposits plus guaranty 
fund. In that year Maine altered the principal purpose of its tax from that of 
raising revenue to that of encouraging the banks to make investments within 
the state. The other New England states were not long in adopting the same 
policy, although the modifications each made in its savings bank tax law 
were different in both degree and extent from those made by its neighbors. 
Under the present procedure part or all of the investments within the state 
are deducted from the tax base before computation. The most common tax 
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rate is 2 per cent which means that an exempted investment yielding 3y, 
per cent is, other things being equal, as attractive as a 4 per cent out-of-stai 
investment. The effectiveness of this tax depends in part upon the general leyd 
of interest rates because a levy of % per cent on assets representing out: 
state investments is much more severe when interest rates are relatively |oy 
than when they are relatively high. 


iil 


Although little has been written regarding the economic effects of interstay 
hindrances to the free flow of capital, it has been demonstrated repeated) 
that the general international welfare is maximized by the free flow of capital 
Despite the fact that this principle has long been accepted by economists, jt 
has not formed the basis for policy by the men charged with government,| 
administration in any important country. Professor Viner has shown" thy 
the governments of all nations that have exported large amounts of capita 
have had serious misgivings as to its wisdom. Therefore, the governments ¢/ 
the New England states have not been unique in their attitudes. 

The argument for international free trade in capital is applicable to th 
various states of the United States. It holds that the lending country gain 
not only the higher rate of interest it receives, which is the immediate in. 
centive to choosing a foreign rather than a domestic investment, but th 
foreign country is able to increase its income by the use of this capital » 
that it becomes a better market and also a more efficient (cheaper) source of 
foods and raw materials. However, this argument generally glosses over rigid 
prices, business cycles, and other causes of under-employment of resources in 
the capital accumulating country by tacitly assuming full employment. h 
recent years the desirability (tc the exporting country) of exporting capitd 
under all circumstances has been questioned. The basis for this view is tha 
domestic investment provides a substantial amount of secondary employment 
which does not exist in the case of foreign investment. If there is extensive 
unemployment, this secondary employment will provide jobs that would not 
otherwise exist. It is true that the capitalists will receive lower incomes, bu 
it can be argued that the increased income to labor will more than offset thi 
loss. It is interesting that the objections to the exportation of capital fron 
New England to other states were greatest in periods of under-employment 
This reasoning, if applied to the states of the United States, implies a 
undesirable lack of interest in the national welfare. Also it tacitly assumes 4 
considerably greater degree of immobility of labor than exists between states 

By and large mutual savings banks’ deposits have come from the lowe 
income groups. Obviously depositors have lost investment income because 0! 
the impediments to more profitable out-of-state investment. There is the fur 
ther question of the effect upon wage income. The retention of capital, ceters 
paribus, tends to raise labor’s share of the product because labor becom 
relatively more scarce than capital. This argument was often advanced 2 
the form that capital should be retained in the state to provide employmetl 


"J. Viner, “Political Aspects of International Finance,” Jour. of Bus., April, 1938, pp. 1* 
146. 
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ng 3%, opportunities for youth at home. Actually whatever tendency there might 
Of-state have been toward relatively higher wages was probably dissipated in an 
al level increase in the labor force. The principal beneficiaries have not been the 
out-of. lower income groups but the owners of those factors which did not increase 
ely lov with capital accretion. In addition to such geographically fixed factors as 

land sites, these include many types of businesses characterized by strong 

monopolistic elements that are able to retain their approximate position as 
Sihe community grows. Examples are department stores, newspapers, and 
commercial banks. 

There is no question about the fact that New England municipal bodies 
have been (and still are) able to borrow for less because of the preferences 
for local investments. This has reduced property taxes and increased property 
values, results which have been of little benefit to the lower income groups. 
Thus, to some extent, public improvements in New England have been 
financed by lowering savings bank dividends to depositors. 

WEsLEY C. BALLAINE 
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BOOK REVIEWS 


Economic Theory; General Works 


The Theory of Economic Progress. By C. E. Ayres. (Chapel Hill: Uniy, of 
North Carolina Press. 1944. Pp. x, 317. $3.00.) 


Although he reminds us in his Preface of Stephen Leacock’s warning, “ther 


is no such thing as a book on economics for reading in a hammock,” Profess pr 
Ayres has written a very readable book. The Theory of Economic Progres * 
not only has an intriguing title, but is written in a lively manner, is full ¢ os 
interesting allusions, touches on most of the important problems of the day, ; 
and in its final judgments generally comes down on the side of the pr b 
gressive and the humane. It is likely to be widely read and it has already cS 
made a strong and favorable impression on such good men as Alexander sic 
Meiklejohn and John Dewey. , 
Beginning with a recognition of the failure of the institutional school 1» 


direct economics down a new road, this book tries to do the same thing 
Where all previous attempts have failed, Professor Ayres hopes to succeed by 
forging a synthesis of Thorstein Veblen and John Dewey. Professor Ayre 
believes that price theory is essentially nothing but an instrument for th 
partisan justification of the capitalist form of society and does not like th 
extreme preoccupation of current economics with the individual. He lay 
great stress on approaching the economy as a working whole rather tha 
through the individuals that comprise it, and thinks he has found a key in 
the concept of Progress. He is aware of the superstitious penumbra of the 
notion of (inevitably inevitable) Progress, but thinks he has purified it by 
an ingenious redefinition on the lines of Dewey’s philosophy. 

Economists, however, will not like the book. This is because, in order to 
be impressed with it as a “new way of thinking about economic problems’ 
there is a special but not very rare prerequisite that must be satisfied: Th 
reader must possess a fairly complete ignorance of economics, While @ 
readers will enjoy the way in which Professor Ayres shows himself no mem 
disciple of Veblen in his application of satirical anthropology to our om 
civilization, only those who satisfy this additional requirement will fail to & 
disturbed by the misinterpretations and the mistakes that abound in hi 
presentation of current economic theory. The economist, instead of being 
impressed, or even amused, is likely to think sadly of the effect on a profes 
of institutionalist economics of having to feed a demolished economic the0y 
daily to a horde of hungry sophomores. 

Only such a pressure for continuous iconoclasms can explain, for instant 
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the assertion that Gresham’s law “is plainly false,” because “what drives out 
good money is not bad money but worsening money” (p. 31), or the emphatic 
rejection of any connection of “time preference” with saving habits on the 
crounds of an alleged dependence of this relationship on an alleged excess 
of short-term interest rates above long-term interest rates (p. 51). And only 
a very similar drive for conspicuous contradiction can explain the very strong 
language used. Thus in his discussion of the period of production and its 
relation to capital (where he commits the elementary error of confusing the 
average period of production, which is always longer in more capitalistic 
processes, With the time taken by the final stage of the process, which is 
frequently shorter), he declares that “the fatuity of the argument is so 
extreme that it would be apparent to the most elementary student if he could 
escape the atmosphere of intimidation in which such instruction commonly 
proceeds.” One can imagine the feeling of superiority that Professor Ayres’s 


niv, of 


“there 


_— undergraduates must have over the poor students in other colleges—to say 
rogre nothing of their superiority over the economists who invent or teach such 
“fatuities.”” 

4 Perhaps most depressing of all is the uneasiness that Professor Ayres betrays 
hart about his cavalier treatment of economic theories, when he tries to cover 
alread himself by some hedging phrases and by facetious anticipations of the criti- 
ander cisms to which he exposes himself. 

The reason for these extravagances, which cannot all be attributed to a 
hool desire to amuse the students of the University of Texas, lies in his unfortunate 
thing HAM sientification of economic theory with certain apologists for the capitalist 
eed by HARM status quo. Professor Ayres’s belligerence, however, is only the result of a 
, Ayrs HMMM quite unnecessary surrender of the field of economic theory to the reactionary 
the enemy. 
ike th The issue finds its first expression in an almost neurotic phobia for price 
fe la) MiBonalysis, which makes him resentful of economists’ “obsession with prices.” 
ol ~~ What really annoys Professor Ayres, and this annoyance must be shared by 
key i all progressive and humane observers of the social scene, is the suggestion 
of th that the price mechanism of the existing capitalist world results in a just 
d it by listribution of the social dividend. 

j It is true that John Bates Clark did declare the distribution resulting from 
wae & ompetition to be “just.” He did this by calling the marginal product, which 
bles is what each factor tends to be paid under perfect competition, the “contri- 
d: Th ution” of the factor, and by assuming first that his “contribution” in this 
hile a pecial sense is what each member of society is justly entitled to have as his 
oa hare of the total product of society, and, second, that the owner of any piece 
ur om { property could be considered as “contributing” the marginal product of 
at he property he owned. 

Arte : he proper procedure, which is now followed by all economists of repute, 
ik a out that these last two propositions are scientifically baseless and 
ne orally very questionable, so that the whole of this form of apologia falls 
, Ten o the ground, There is no need whatever to reject price theory because of its 
all — by John Bates Clark and a few others. Only antitheoretical institu- 
economists can be tricked into so unfortunate a position. 
[scarce 1945] BOOK REVIEWS 
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It is now becoming more and more obvious that the development of ep, 
nomic theory is by no means an instrument to be left in the hands of th 
propagators of a purely capitalist or private enterprise economy. Pure eq. 
nomic theory is not even as suitable as was once thought for the explanatig 
of the existing capitalist economies, because these deviate more and mop 
from the perfectly competitive free enterprise model. Its greatest use in th 
future belongs to the socialists rather than to the capitalists, since it is only 
the socialists who can plan to use the price mechanism for their purposs 
One of their chief tasks is to develop those institutions which would enab 
the price system to minister to the needs and wishes of the people the wa 
it is supposed to in a perfectly competitive free enterprise system. The socig. 
ists are not limited to operating with the institutions of a capitalist society 
They can also change them.* 

The dangers in Professor Ayres’s surrender of price theory to the rex. 
tionaries could not be more clearly illustrated than in an exchange in th 
Saturday Review of Literature between John Dewey and Mr. Hazlitt, wh 
reviewed the Theory of Economic Progress in that journal. It was very si 
to see the great philosopher and educator betrayed into an untenable positin 
in attempting to defend Professor Ayres against the reviewer’s fierce but 
merited condemnation. 

Professor Ayres’s philosophical bent shows itself in a prolonged discussim 
of value. This is closely tied to his rejection of price theory. In economics the 
word “value” is used to indicate the rate at which goods exchange for ead 
other in the market, and this can be measured in a monetary economy by tk 
ratio between their prices. In philosophy and ethics, the word “value” reles 
to the morally significant ideals of individual or social behavior. Profess 
Ayres builds up a magnificent structure on the basis of an obstinate identii. 
cation of the two words—presumably because they have the same spelling 
the same sound, and perhaps a related etymology. 

The price relationships in the existing capitalist world play an importa 
part in determining the outputs of the various goods and services that make 
up the national income. Professor Ayres rejects, quite properly, the suggestin 
that this result must be accepted as the best of all possible worlds, but k 
quite unnecessarily denies the usefulness of price theory and of the pric 
mechanism for purposes other than justifying the status quo. He forces hi» 
self into this unhappy position by refusing to speak of values in the sens 
of relative prices without attributing to the word the other meaning of mol 
justification. Refusing to accept the moral justification of capitalist apde 
getics, he denies himself the tool of value analysis and tries to console hims! 
by metaphysical speculation about the impossibility of proving that pris 
are of the “essence” of our economy. 


‘In this discussion the word “socialist” is used in a very wide sense, excluding ml 
those who are hypnotized by an overpowering awe of the automatic working of th 
purely laissez-faire economy into restricting governmental action to a few tradition 
police powers. Everyone else is prepared to use governmental action whenever a reasontll 
case can be made out to show that it would be in the general interest. This is the 
in which “we are all socialists now,” except for some diehard business men in the Unit 
States of America. 
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Toward the end of an extremely interesting chapter of economic history, 
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There are many ways in which the same surrender of economic theory to 
the reactionaries shows itself, and if there are no reactionaries now to be 
‘ound to whom the theory is to be surrendered, they have to be invented. 
Only this can explain Professor Ayres’s insistence that the metaphorical 


if eco. 
Of the 
eco 
Nation 


More phrases of Adam Smith and other classical economists about how the economy 
in the works “as if by an invisible hand” really reflect a Naturalistic Deism; that 
$ only when Adam Smith said “as if by an invisible hand” he really meant not “as if” 
rposes but strictly by an active deity modestly called “Nature.” And not only Adam 


enable 
Way 
Social. 
ociety, 


Smith, Anyone else who defiles himself by the acceptance of some part of 
price theory is tainted with similar superstitions. To such lengths are we led 
by belligerent purism! 

“The apogee of the whole structure is to be found in Professor Ayres’s theory 
of Progress. While fleeing Value, in the sense of price relationships, because 


e reac: of its contamination by capitalist apologists, he nevertheless feels that some 
in the sort of Value must be accepted if the universe is to have Meaning, and he 
t, who believes that the universe must have Meaning in this sense. He is led in this 
Ty sad way to the strange definition of value as “continuity.” .“ ‘Value’ means con- 
sition tinuity, literally; and that is its sole meaning. If anyone doubts this, let him 
ce but try the simple experiment of substituting the word ‘continuity’ for ‘value’ in 


as many situations as he can” (pp. 221-222). 

This strange verbal manipulation is necessary because Professor Ayres 
embraces “Progress” as the key to the universe. He violently opposes the 
common acceptance of consumption as the end of economic behavior, pointing 
out that such an acceptance is strictly unscientific. Science recognizes no 
“end.” Consumption does not mean that the economy comes to an end. To 
say that all production is for the purpose of consumption is not true. Some 
production is for the sake of profit. Nor can it be denied that consumption is 
often a prerequisite for the health of the producer, and so is a means to 
enable him to produce in the future. 

The trouble here lies in the failure to distinguish between the réle of the 
observer outside our economy, and the réle of the political animal who is 
part of it. For the observer there is no “end” in our economic behavior, but 
only a continuing process, which he may perhaps try to “explain.” The 
political animal, however, does himself have “ends,” such as improving the 
welfare of the population, or increasing their consumption or providing them 
with social security, and is interested in existing and in potential instruments 
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t apolt Professor Ayres denies the primacy of consumption because he wants to 
himself dopt the “scientific” approach, but whether it is because he has at the back 
t pris { his mind the humanistic or political approach, or whether he feels some 


etaphysical need for an absolute to take the place of the Naturalistic Deism 
at he attributes to Adam Smith, he feels constrained to adopt another 
uiding principle. For this he adopts the principle of Progress. 


ding 


fl This lands him in an extremely unwholesome position. He has to say that 
nail here is a Purpose in the economy and that this Purpose is “to keep the 


achines running.” In his great eagerness to avoid the judgment that “what 
''s right,” he runs straight into the same error in a higher degree, saying in 
lect that “what is going to be will be right.” 
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Toward the end of an extremely interesting chapter of economic history, Ric 
showing how the techniques of production, “tools,” seem to generate con- tha 
tinuous change or progress in their development, Professor Ayres acknow- in | 
edges that “some students of the social sciences hesitate to identify tech- equ 
nological development with progress” (p. 121-122). But he believes he has end 
overcome the basis for this hesitation by pointing out that progress does not 
necessarily mean movement toward some final ideal goal. He fails to see that ¢ 
the removal of this greater superstition leaves untouched the remaining un- all 
warranted belief, itself quite serious, that there is always change for the better, but 
(The other hesitation that students have about a “law” of progress because Wh 
of the observation of long periods in which there is no technological improve. ever 
ment is overcome by the astonishingly “classical” argument that this only Ir 
“means that other forces are at work, not that technological progress is an app! 
illusion” [p. 121]. Shades of ceteris paribus!) mod 

Professor Ayres does not of course really believe in any such fatalistic - 
transcendentalism. There is a chapter on the Strategy of Progress which shows wen 
quite clearly, as indeed does the whole spirit of the book, that his sympathies plisk 
are with the underdog and with such changes in the constitution of our society and 
as will give him security and a good life. But the attempt to develop a theory he h 
which would reconcile neutral scientific observation with active political par- 1) 
ticipation has a unique result. pov 

Fundamentally, the book is an attempt to liberate the humanistic forces sien 
for change in our society from the absolutism of an allegedly reactionary eco- a 
nomic theory. But the result is an absolutist theory of faith in Progress oa 
through the automatic development of the economic machine, In his frantic tribu 
efforts to escape the imaginary theology of Naturalistic Deism behind the ta 
“invisible hand,” Professor Ayres, in his “Law of Progress” comes up with onli 
a deus ex machina in the most literal sense. Fortunately his practice is better Dr 
than his theory. al 

Economists are overly fond of the metaphor of throwing the baby out with ‘ustic 
the bath water. That analogy exactly fits what Professor Ayres does in aoa 
rejecting the use of price theory because he objects to the perversions per- fi 
petrated by such writers as John Bates Clark. But in the main theoretical intery 
argument of the book, in installing the principle of Progress in place of the a ae 
recognition of human needs as the guide to action, he has achieved the more It. 
distinguished result of throwing out the baby while retaining the dirty trans- re d 
cendental bath water. he de: 

ABBA P. LERNER the © 

The Graduate Faculty of Political and Social Science, study 
The New School for Social Research have | 
where 

The Ideal Foundations of Economic Thought—Three Essays on the Pli- ard b 
losophy of Economics. By W. Stark. (New York: Oxford Univ. Press. - me 
1944. Pp. viii, 219. $3.50.) Py 


This book gives, in narrative form, a series of quotations from Locke Hodes 
and Leibniz, Thomas Hodgskin and William Thompson, Hermann Gossen and a 
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Crossroads of Liberalism and Socialism (p. 51) would seem to require a 
few warde of exnianatorv comment. 
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Richard Jennings. These quotations mainly concern the problem of the order 
that ought to be versus the arrangement that actually exists, with reference 
in particular to private property, individualism and collectivism, liberty and 
equality. The author generally reserves his own explicit judgment until the 
end of the book. There he states it freely and unambiguously: 


Social justice, assuredly, will ever be imperfect: but so is all justice: so is 
all that is human. We may be unable to create perfect equality of enjoyment: 
but we are able to grant equal chances of happiness. This must be enough. 
Who will argue that we should not approach the ideal because we are unlikely 
ever fully to attain it? 

In the last analysis, then, the decision between the social and ethical 
approach of the classical, and the individualist and scientific approach of the 
moe economists depends upon the question whether it be desirable or even 
possible to divide the search for the true from the quest of the good. To me 
it seems that the vital link between them should not be severed: that the 
great mission of human meditation is only fulfilled when either task is accom- 
plished. For of all creatures which we know, man alone has the privilege, 
and the duty, to raise his face towards that Infinite Perfection, in whose image 
he has been formed (pp. 211-212). 


The book is published in the series of the International Library of Soci- 
ology and Social Reconstruction under the general editorship of Karl Mann- 
heim. It also has its place in the general flow of publications that are con- 
cerned with the very fundamentals of our economic system and social order, 
and to which many prominent economists have recently made substantial con- 
tributions. This fundamentalist economics can supply a response to our time 
of crisis, catastrophe, and accelerated change that is beyond the range of 
dinary technical economics. 

Dr. Stark is very skillful in weaving the thoughts of the three pairs 
f authors mentioned above around the red thread of the basic idea of social 
justice, order, and harmony. It is no mean achievement to make two hundred 
pages of quoted passages read like a systematic and internally progressing 
treatise. The selection and arrangement of the quotations are good, the 
interpolation of the connecting text is admirable, and the argument moves 
m a respectable level throughout. 

It is not quite clear to what group of readers the author primarily wants 
to address himself. He does not supply introductions to the men and works 
he deals with. Thus, only the initiated and professionals can really appreciate 
the e value of the selections. These readers, however, will probably prefer the 
idy of the originals in their full length. Beginners, on the other hand, will 
ive to take Dr. Stark on trust most of the time, including those occasions 

where his characterizations deviate from those traditionally given in the stand- 
: ard books on the history of economic thought. It would have been helpful 
‘ ‘o make explicit the reasons which induced the author to consider the 
ix chosen men as more representative than scores of others. To many readers 
. three or four of them may just be names—if that. Thé tagging of Thomas 


d Hodgskin as the proponent of the “Libertarian Alternative” (p. 52) at the 
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Crossroads of Liberalism and Socialism (p. 51) would seem to require a r 
few words of explanatory comment. 

Now and then the argument seems to traverse long distances of empty space. 
The section on “The Order Divine” (p. 26) opens with the following quota- 


tion from Leibniz’s Monadology: 


How are we to interpret the relation of whole and parts so that the con. an 
tinuity or complete unity of the whole shall not be in conflict with the th 
definiteness or real diversity of the parts? To say that the whole is continuous me 
or really one, seems to mean that, if it is divisible at all, it is infinitely th 
divisible. If it were not infinitely divisible, it would consist of insoluble ultimate we 
elements, and would thus be discontinuous. Accordingly, if the whole be really he 
continuous there seem to be no fixed boundaries or lines of division within it, by 
that is to say, no real, but only arbitrary parts. On the other hand; if the whole me 
consists of real parts and not merely possible subdivisions, these parts must tra 
be definite, bounded, separate from one another, and consequently the whole shi 
which they constitute must be, not a real continuous unity, but a mere collec. rej 
tion or arbitrary unity. Nevertheless, we cannot hold either that the whole eco 
is real and the parts unreal, or that the parts are real and the whole unreal Dos 
(p. 26). 
Dr. Stark assures us that acc 

This technical and therefore esoteric language does more to conceal than = 
to reveal the true character and importance of Leibniz’s thought. For behind dau 
the formal problem of the relation between the continuum and its points, pro 
between whole and parts, lies hidden the material problem of the relation sum 
between the universe and its elements, between society and individuals. His cerr 
sober mathematics contains a deep cosmology,and sociology. How does it inve 
come about that the independent units of physical and social reality combine . dau 
to form an ordered system, if the units are really independent, é.e., more than vari 
unfree organs of the whole, and the system is really ordered, #.e., more than poss 
a mere sum of the parts? This is the question to which Leibniz sought an proc 
answer (p. 27). appr 
But the relationship between the metaphysical order and the social order ap- T 
pears mainly as a mere analogy and the revelant connections are not ana- plan 
lyzed. the 

Out of the wealth of interesting sidelights which illuminate the main of m 
texts, one passage may be singled out here. Hermann Gossen, that Prussian comt 
bureaucrat, a century ago, did write: Prof 

All that exists must itself create the means of its further existence, other- vom 
wise it does not deserve further to exist. Even church, art, and science only dest 
deserve to exist if the achievements of the persons belonging to these profes- 2 u 
sions are so highly paid on the free market that they yield incomes of adequate only 
size without additions out of funds held by a legal person (p. 187 fn). econ 

sume 

And he meant it. unpl. 
pate 
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Theory of National Economic Planning. By Cart LANDAUER. (Berkeley: 
Univ. of California Press. 1944. Pp. 189. $2.00.) 


“What form and degree of social control must be established as a remedy 
for the most irrational feature of the present system, economic instability?” 
This is the large question that Professor Landauer raises on the first ‘page 
and investigates in the later pages of this small book. His further treatment of 
this question, even more than his statement of it, makes clear his belief that 
the “form and degree of social control” needed for this purpose can and should 
stop short of abandoning “the present system” for a socialistic one. Although 
he acknowledges the value of pioneering work in socialistic economic planning 
by such writers as Pigou, Dickinson, and Lange, and employs some of the 
measuring devices they have developed, his own theory is a rationale of 
transition from an unplanned economy to one that is planned, private owner- 
ship and operation of productive enterprise remaining constant. As a final 
rejection of socialism, the author argues in a vigorous concluding chapter that 
economic planning is not only compatible with political democracy, but is a 
positive way of maintaining it and keeping it strong. 

After a brief demonstration of the failure of the price system to reflect 
accurately the future conditions of demand and supply on the basis of which 
entrepreneurs decide to make (or not to make) commitments, Professor Lan- 
dauer presents the considerations from which his theory of planning is to 
proceed. These are (1) an inventory of resources, and (2) a schedule of con- 
sumer preferences. The first of these, a list of definitely limited factors, con- 
cerns matters of fact; the second, a list of indefinitely expansible wants, 
involves estimates. Given a complex of productive resources, Professor Lan- 
dauer seeks a method of calculating and testing the relative desirabilities of the 
various commodities that can be produced. With such a method, it becomes 
possible for a planning board to apply the limited productive resources to 
produce the desired commodities in appropriate proportions and to plan their 
appropriate price relations. 

This is, I believe, the weakest point in a brilliant analysis of systematic 
planning. A recognized requirement for any kind of planned economy is that 
the planning body anticipate, as exactly as can be, the amounts of some (or 
of many, or of all) commodities that people will buy when the price of each 
commodity bears a given relationship to the prices of all other commodities. 
Professor Landauer asserts that their several “utilities” can and should be 
calculated in advance, and these calculations used as a means of knowing how 
best to allocate resources. My first objection to this argument is that it gives 
an unwarranted semblance of exactness to a procedure that at its best is 

nly (especially in the period of transition from an unplanned to a planned 
economy) a matter of making educated guesses. What we know now about con- 
sumer preferences is derived from budgetary studies in a system that is 

‘nned as to production or prices. And, even if we knew enough to antici- 
= consumer preferences with mathematical accuracy, the contention of: 

Hayek that the attendant volume of simultaneous equations would be too 
‘arge for facile treatment by existing mathematical methods seems to have a 
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bearing on the case even after Professor Landauer has rejected it. It even 
appears that he has fallen in with some other recent writers in making a loose 
and improper use of the concept of utility. It is, for its appropriate purposes, g 
useful concept; it refers to the intensity of the desire of a person for a 
commodity as expressed through willingness to pay a price for some quantity 
of it. But what we know quantitatively about utility comes only after a price 
has been paid (or not paid). We may in some cases anticipate with some 
certainty that lowering the price of a commodity will, other things remaining 
equal, be accompanied by an increase in the amount purchased. But such 
certainty refers to a functional relationship of demand and price rather than 
to any calculation of utility. 

My second objection has to do with the large volume of resources that musi 
be allocated, in either a planned or an unplanned economy, without regard to 
consumer preferences as expressed by willingness to pay prices. In planning 
the community’s education, for example, a decision to employ more teachers, 
or better teachers, or teachers with longer or more expensive training, is a 
decision to use resources for educational purposes instead of for other, 
alternative, purposes. The element of price preference is obscured in this 
case, as it also is in the numerous and complex situations which, to use the 
nomenclature of Pigou, are affected with “social value” and “social cost.” 
Many of us expect these considerations to occupy an important place among 
those to be taken account of by economic planning. So, let me hasten to add, 
does Professor Landauer; his view of the purposes and effects of economic 
planning is much too broad to leave these considerations out of account. He 
discusses them in a part of a chapter entitled “Noneconomic Functions and 
Purposes of Economic Planning.” My objection is directed exclusively to the 
categorical proposition that resources can be allocated according to anicipa- 
tions of consumer preferences as expressed by willingness to pay prices. 

Professor Landauer takes the step from the planning of resource use accord- 
ing to advance estimates of consumer preferences to the systematic planning 
of prices with impeccable logical finesse. Since the price relations which he 
advocates are those which will give consumers the highest degree of satisfaction 
compatible with economical use of resources, it is recognized that the satis- 
faction of producers with the established prices must also be assured. The 
inducement proposed for gaining voluntary compliance by producers is the 
basic one of offering them profitable opportunities. In addition to devices to 
encourage efficiency and to induce producers to reduce their prices below the 
assumed levels, Professor Landauer follows Ezekiel in proposing the guarantee 
of sales by the government under contracts with each firm. By this means the 
government would secure voluntary compliance to a program for expanding 
output. The plan that is proposed here would go beyond that of Ezekiel in that 
the government would assume over longer periods of time a share of the risk 
attendant upon capital investment to expand output. 

The advantages of a planned economy to business enterprise, in the way 0 
increasing assurance of profit and reducing probability of business errors, 
would lead, Professor Landauer believes, to wide acceptance of the plan. Ye! 
he recognizes situations in which entrepreneurs would reject proposals {0 
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expansion. In such a case, the entrepreneur would not receive any guarantee 
of sales. It is recommended that compulsion in such cases should remain a rare 
exception, to be applied only when the effect of noncompliance is clearly 
monopolistic. While opposing automatic sanctions in any case, Professor Lan- 
dauer proposes that the planning board deal with such non-codperative seizures 
of monopoly power by creating new enterprises as competitors to existing 
firms that refuse to expand. The accompanying waste would be counted as 
part of the cost of executing the plan. 

The author includes in his plan the freedom to own, the freedom to consume 
and the freedom to strike, resting each of these freedoms upon substantial 
grounds. As regards free choice of occupation, he recommends offering induce- 
ments to people to enter vocations in which their services are especially needed, 
and deterring them from entering those in which they are not needed, by the 
rates of compensation that are offered. For those occupations which might 
become overcrowded in spite of low compensation, he advocates restricted 
admission to schooling and severe examinations. In one of the most interesting 
technical passages in the book, Professor Landauer discusses the freedom to 
save and the use of rates of interest, taxes, and deficit spending to avert both 
over-and under-saving. Whatever propensity to save the community has would 
be kept consonant with the need for capital by policies and devices of the 
planning board. 

Professor Landauer’s chapter on “National Planning and International Rela- 
tions” reaffirms and strengthens the classical arguments as to the advantages 
to be gained from commerce among nations. His contention is that these 
advantages can be seen clearly by the nationals of any country in a framework 
of national economic planning, and cannot be seen clearly by them under 
conditions of laissez faire. “Because unplanned capitalism overemphasizes the 
seller’s point of view, even the propagandist genius of Cobden and Bright 
could obtain only a temporary success. Because an economic plan makes it 
perfectly clear that we have scarcity of resources and not of opportunity to 
use them, it makes possible a policy which calculates the cost of any privilege 
that any group of producers may demand and thereby greatly decreases the 
probability that any such privilege will be granted” (p. 128). Professor 
Landauer’s own thesis is that “the economic welfare of a country depends on 
opportunities for consuming and not for selling” (p. 126). 

For the position that many students of international affairs have now 
reached (e.g., Herbert Feis, The Sinews of Peace), that greatly increased power 
to consume on the part of the masses of people in all countries is a sine qua 
non to the maintenance of both liberal institutions and peace, this book offers 
a sturdy support. The entire work is devoted to the demonstration of how 
consumption power can be expanded by national planning, and the chapter 
under discussion extends this principle to the international sphere. 

Brive, work is touched with wisdom as well as with technical finesse. Many 

it the comments which relate to the main argument as asides do to a dialogue 
are almost startlingly provocative. This is especially marked in Professor 
Landauer’s acknowledgments that national economic planning, in attacking 

basic economic problems, does not solve all problems and does, indeed, raise 
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new ones. For example, he points out that a planned system will create a 
need for protective devices to safeguard minority interests (pp. 19-20), that 
agencies of public opinion must have special and explicit legal rights as agains 
a planning board (pp. 71-72), and, with regard to the concentration of jn. 
dustry into large units, he warns that “there is no likelihood that the concen. 
tration process will be slowed down in a planned economy” (p. 63). 

Given the qualities named above, the great merit of this little book lies 
in its breadth of treatment of its large problem. Professor Landauer is not 
an inventor of “gadgets,” nor does he believe that the requirements of economic 
planning are met by the administrative manipulation of any single economic 
magnitude or flow. He does not answer all questions, but he does outline 
obectives and lines of procedure. In economic theory there may be no final 
answers; there is only method. Professor Landauer’s book well justifies its 


title. 
Horace TAYtor 


Columbia University 


National Economies 


Argentine Riddie. By Fretrx J. WetL. (New York: John Day, in codpera- 
tion with the Latin Am. Econ. Inst., 1944. Pp. xiii, 297. $3.50.) 

This is one of the most solid books on any South American country, writ- 

ten by an extraordinarily well informed author who excels in statistics. 


It is extremely interesting for those who are also informed and in a posi- 
tion to criticize, but not without dangers for those who are not in this position. 

For those who have seen the same powers and slogans at work in Euro- 
pean countries and who can recognize them overseas, there is not much of 
a riddle in Argentina. Isolationism and protectionism of nations and of 
groups inside the nations have spread over the seas and created the condi- 
tions which we now find in various Latin American countries. We know 
whereto they lead. They are not too much discouraged by the trend of 
this book. 

The Argentine problem is no longer whether “to industrialize or to remain 
agrarian.” That is settled. Only few countries have made so much industrial 
progress in so short a time. In the few years from 1935 to 1940 the number of 
industrial establishments has increased by 43 per cent (p, 272), the produc 
tion values Ly 150 per cent (from 3.3 to 7.8 billion pesos), that is, ten times 
as much as the agrarian production values (15 per cent, from 2.9 to 3. 
billions). The industrial population more than doubled in the period 1914 to 
1940 (from 1.2 to 2.7 millions) and surpasses substantially the agricultural 
population, which increased only from 0.88 to 1.05 millions? (p. 233). Dr. 
Weil does not agree with these estimates, but his own tables (p. 263, 
265) show from 1914 to 1937 an increase of the industrial personnel from 
0.38 to 0.8 and a decrease of the whole agrarian population from 2.12 10 


* Alejandro E. Bunge, Argentina Fabril, Jan., 1940, p. 165. ; 
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? millions. Incidentally, the development of service trades is even more sig- 
nificant for a modern country.? The persons engaged in the Argentine service 
industries including commerce increased from 1.1 millions in 1914 to 1.9 


These figures show definitely that the agrarian character of Argentine econ- 
omy has already changed. They deprive the recurring theme of the book of 
its resonance. It should not any longer be considered as a “paradox that 
\rgentina happens to be a competitor of U. S. industry in the supply of goods 
to other Latin American countries” (p. 152). This competition will have to be 
reckoned with. Argentine competition may have to be met in the near future, 
not only in agrarian but also in industrial products; not only in prices* but 
also in other selling conditions; not only in Latin American but also in other 
countries. Argentine industry may replace German industry here and there, 
on the basis of purely commercial developments. In order to do that, it does 
not need to rely on totalitarian methods. Backed by such methods it would, 
of course, become objectionable. 

Industrialization alone is no remedy for all evils. Neither is it an answer to 
all questions to attribute every evil to the diabolic influence of two scape- 
goats, ambitious, but stupid, big landowners (pp. 90, 119, 192) and “badly” 
behaving foreign capital (pp. 112, 124, 210). The accusation, for instance, 
that both have intentionally hampered the development of highways is far 
from convincing. In spite of the difficulties in a country where human dwellings 
are often hundreds of miles apart, more than 40,000 miles of new roads have 
been constructed in the last 12 years at an expense of more than one billion 
pesos.* Of course much more could be done, especially by encouraging the 
importation of motor cars,® instead of hampering it by a short-sighted tariff 
policy. But, as to commercial policy, the guilt lies not exclusively with Argen- 
tina. This can be seen clearly in the excellent chapter on the meat problem 
p. 195). 

To see the roots of all economic and social dangers in the power of the land 
gentry, as the author obviously does, is somewhat dated. The gentry no 
longer rules the bureaucracy, but the bureaucracy—with laws if possible, and 
with weapons if necessary—rules the gentry as well as other groups of the 
people. It does not hesitate to restrict commerce or industry or agriculture, 
export or import, when it considers such restraint consistent with its concepts.® 
The young and eager Argentine bureaucracy has learned that, equipped with 
a few modern theories and with the modern state mechanism, it is easy to 
rule a whole country, and very tempting too. 


C. Hartley Gratton, Harper's Magazine, Sept., 1944, p. 301—Compare the figures for 
the United States: 11 millions engaged in agriculture and mining, 13 in industry, 24 in 
services, 

‘Hofmannsthal in La Prensa of March 15, 1941: “El peligro que implican los altos 
precios de los productos de EE.UU.” 

‘Report of the Administracién General de Vialidad Nacional of Oct., 1944. 

_ Compare the report of Dec. 11, 1944, on the very inappropriate foundation of a 
Brazilian motor factory which pledges itself to use exclusively Brazilian material and 
parts with the general trend of this book. 

‘Interview of the Chilean Senator Maximiliano Errazuriz of Oct. 6, 1944, 
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That is the real solution to many of the Argentine riddles and it revyea); 
a danger which would rather be increased by the trend of this book. The 
author was part of this bureaucracy in its former stages and helped to jn. 
crease its power. The situation created in a country by a powerful bureaucracy 
depends essentially upon the balance exercised by the elected representatives 
of the people. The author’s chapter on “Politics” in Argentina gives much food 
for thought as to where a trend, which is now widespread over the globe, can 
lead under unbalanced conditions. This development in Argentina teaches 
quite a number of lessons. One of the many merits of this book consists jn 
helping a pondering reader to understand them. 

E. vON HOFMANNSTHAL 


Washington, D.C. 


The U.S.S.R. in Reconstruction—A Collection of Essays. Edited by Harrier 
L. Moore. (New York: Am. Russian Inst. 1944. Pp. 160.) 

There has been, and there still is, dire need of a comprehensive study that 
will survey and assess the long-range effects of the emergency economic pro- 
grams which have reinforced and sustained Soviet Russia’s fighting men, 
Hence it is to be regretted that this small book falls short of its expectations, 
The editor, Harriet L. Moore, points out in the Foreword that in this series 
of articles the American Russian Institute tries to present a picture, admit- 
tedly incomplete, of the problems of post-war reconstruction and of the 
measures being taken by the Soviet government to meet them. Having made 
full use of the Russian sources available to them in this country, most oj 
the ten authors of the articles could have prepared, individually or collectively, 
an analysis of the U.S.S.R. in reconstruction that would reflect to a larger 
degree the true state of affairs in the Soviet Union. 

Like the special June 1944 issue of the American Sociological Review, Tlv 
U.S.S.R. in Reconstruction appears to devote too many pages to irrelevant 
panegyrics. However, several of the articles in this volume are of lasting 
value. The essay by Dr. Lazar Volin and Sylvia Goodstein on the “Problems 
of Agricultural Rehabilitation in the Liberated Regions of the Soviet Union” 
is probably one of the most significant chapters in the book. According to 
these two specialists, the Soviet government is faced, for the second time 
in a decade, with the enormous problem of restoring the livestock popula 
tion of the country. In the recaptured areas, drastic shortages of rural housing 
of manpower and draft power, with great quantities of damaged farm machir- 
ery in need of repair, pose other grave problems. The writers conclude, hov- 
ever, that “What counts most is the recuperative power of the peasantry, 
which justifies the hope that the present terrible ordeal will be overcome 
as were so many others in Russian history” (p. 110). 

A. Grajdanzev’s chapter on “Labor in the Post-War Reconstruction 0 
the Soviet Union” also merits serious attention. The writer argues cogently 
that “A comparison of the number of persons gainfully employed with 1% 
million, the probable figure of the post-war population, shows that there cal 
hardly be a shortage of unskilled labor in the Soviet Union for many year 
ahead” (p. 127). Moreover, war has not interrupted the training of skilled 
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workers in the Soviet Union. This phenomenon may be ascribed to an inter- 
esting development in the new State Labor Reserve Schools. In 1941 the 
number of students in universities and colleges was about 650,000 and the 
number of professors and research workers was about 125,000. This gain 
shows that the system of higher education has not suffered irreparable damage 
from the war. Also, during the war, more than 200,000 engineers, physicians, 
agronomists, economists and other specialists graduated from these institu- 
‘ions and an additional 30,000 of such specialists graduated in 1943. Thus, 
these hundreds of thousands of specialists built, organized and fortified the 
rear of the Red Array. 

Vladimir D. Kazakevich discusses the Soviets’ “Financing War and Recon- 
struction” in the usual “party-line” pattern. The writer argues that, since 
the Soviet government has been conducting the war on a “drastic pay-as-you- 
go policy,” post-war Soviet finance will not be burdened by the war debts 
facing her chief allies. Accordingly, “in spite of all the devastation, the 
Soviet Union is very likely to come out of this war with a greater industrial 
capacity than the country had when invaded” (p. 145). And, “financially, 
the U.S.S.R. is likely to emerge from this war in an excellent condition, ready 
to move forward on its uninterrupted program of construction” (p. 154). 

Other articles explore a number of immediate and long-range problems of 
relief, of planning, municipal reconstruction, restoring the disabled veteran 
and his family, wartime changes in Soviet industry, and in the use of and 
search for Soviet natural resources. Mr. E. C. Ropes contributes a brief 
note on “The Future of American-Soviet Trade Relations.” A translated 
article on “A Liberated Country: Ostashevo” by A. Bormotov, County Sec- 
retary of the Communist Party, indicates that more often than not the new 
officials are guerillas or others who have lived through the occupation. 

Professor V. V. Lebedenko, representative of the Soviet Red Cross in the 
United States, provides an introduction which indicates the magnitude of the 
health problems in the temporarily occupied areas and the fundamental 
steps taken toward their solution. Only 5 per cent of the Soviet war wounded 
are expected to be permanently incapacitated, according to Dr. Lebedenko, 
and post-invasion epidemics and the care of “psychic” war sufferers—civilians, 
especially children, recovering from war shock and deprivation—will create 
far greater medical problems, 

CHARLES PRINCE 

Washington, D.C. 


Economic Systems; Post-War Planning 


NOTE: In view of the ideological character of, and the great interest in Professor 
Hayek’s book it was found desirable to publish two reviews written from different 
standpoints.—Editor 


The Road to Serfdom. By Friepricu A. HAYEK. Foreword by JoHN Cuam- 
BERLAIN. (Chicago: Univ. of Chicago Press. 1944. Pp. xi, 250. $2.75.) 


Economists engaged in improving our understanding of the competitive 
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system and/or in sponsoring arrangements which will assure its demise shoul 
be grateful to Professor Hayek for taking the time from his major preoccupa. 
tion with economic analysis to explore the ultimate political implications oj 
abandoning the competitive system. There is no economist writing in English 
more eminently qualified to do this job. In addition to his unique persona] 
experience (a qualification which he properly notes) and his great repute as 
an economist, Professor Hayek is our most accomplished historian of the 
development of economic ideas. 

The central position of the book can be readily stated, although to do » 
will not convey any idea of the wide historical knowledge or the elegance 
of analysis which has been used in establishing the position. “Freedom in 
economic affairs” as we know it in a system of competitive enterprise is q 
Necessary prerequisite of the “personal and political freedom” which has 
characterized Western civilization. Socialism (as a method), collectivism, 
or planning, although often defended as a means of achieving a “new” 
economic freedom, must involve not only the end of true economic freedom 
(such as choice of occupation), a conclusion which should be obvious, but 
also the end of personal and political freedom. 

There are indeed eminent economists who believe that a planned society 
can be conducted on the competitive principle. (What economic gain js 
then to be derived from a planned society is somewhat of a mystery. Surely 
these people are fully aware of the underlying poverty of the world at the 
present stage of technical development so properly stressed by Professor 
Havek for the benefit of those collectivists who suffer from the delusion that 
a world of plenty can be produced magically by planning.) But this modem 
contribution to the theory of collectivism is no more than an intellectual 
puzzle and does not touch the fundamental issue of how such a society is in 
fact to be conducted. As Professor Hayek so cogently argues, we do not have 
a common set of values except on the very vaguest level. Not having such 
agreed upon values we cannot rely on the “rule of law”’ for centralized alloca- 
tion of resources but must delegate vast powers to administrative bureaus. The 
current wartime practice of governing in the economic field by executive or 
administrative orders which grant sweeping powers to the administrators 
with the admonition to do good is not an uninteresting illustration of the 
philosophical doctrine developed in this book. This resort to arbitrary power is 
not an accidental aspect of planning since in the absence of a common set of 
values the resulting disagreements must be resolved by authority if planning 
is not to break down into chaos. Our experience with planning in wartime is 
frequently cited as demonstrating the feasibility of common agreement on the 
ends to be served by a planned society. However, our failure to discipline 
established vested interests demonstrates that, even at a time when the very 
existence of the community is at issue, either the ability to appreciate remote, 
as distinct from direct, effects is not as common as is required or else that 
even the emergencies of war cannot submerge the disagreements which exist. 

We may indeed comfort ourselves with the hope that, while the fundamental 
features of totalitarianism must be the same in all communities, the Anglo 
Saxon communities can escape the worst elements which have characterized 
totalitarian Germany. But the chapter on “Why the Worst Get on Top” and 
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the knowledge that the worst in Anglo-Saxon communities can be very bad 
indeed will deflate this hope very considerably. 

In view of the widespread approval of a planned society by members of the 
economic profession, readers of The Road to Serfdom will be somewhat sur- 
orised by the selection of individual examples from among the pseudo- 
economists and no economists at all. In view of the frankness of the chapter 
on “The Totalitarians in Our Midst” (a frankness which is especially wel- 
come with respect to those exiles from totalitarian Germany whose opposition 
to totalitarianism is peculiar and personal and not substantive), the explana- 
tion cannot be a reluctance to offend. The writings of the economists on 
planning do not offer suitable examples since a certain amount of irresponsi- 
bility has crept into their making of grand proposals for reform without the 
requisite examination of the noneconomic implications. This is in direct con- 
trast with the character of the work of our great political economists whose 
broad interests precluded such narrow specialization. 

Only those familiar merely with the slogans of the great nineteenth century 
economic tradition and those who, through ignorance or in order to advance 
their cause, arrogate to themselves all the virtues associated with an interest 
in economic well-being need to be reminded that the tradition is not a negative 
one. Professor Hayek makes it abundantly clear that a liberal society must do 
many things which can only be done through the instrumentality of govern- 
mental authority both in order to assure the continuation of competitive enter- 
prise and to mitigate some at least of its undesirable results. This is true not 
only as regards the perfection of the rules of the game to increase the effective- 
ness of competition, monetary management to promote economic stability, 
and the control of economic activities not amenable to the competitive princi- 
ple, but also as regards measures to alleviate the lot of those “who, in the 
great lottery of life, have drawn a blank.” Given the task which Professor 
Hayek set for himself, there could be no elaboration of the problems in this 
field. The general rule that governmental activity should be oriented toward 
maiNtaining competition is a useful suggestion. There still remains the danger 
that our very proper concern for increasing economic well-being through state 
action will itself result in such great centralization of power as to create a new 
kind of “inevitability” toward collectivism. 

In the sketchy chapter on “The Prospects of International Order” Professor 
Hayek adverts to the importance of the principle of federalism in allocating 
spheres of influence between sovereign nations and supra-national institutions. 
This principle, moreover, is of the utmost importance in ordering the domestic 
affairs of great nations and has been unduly neglected in the haste to get 
things done. Some things such as monetary management can only properly 
be performed by an authority with supreme coercive power. But other things 
are being pushed into this domain only because it has proven easier to per- 
suade the more remote central government than the more intimate local 
government. How to draw the line between spheres of authority on both the 
domestic and international field and including the authority of enterprise. 
constitutes one of the great problems to which liberals must attend. 

AARON DIRECTOR 


Rockville, Maryland 
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The Road to Serfdom. By Frrepricu A. Hayek. (Chicago: Univ. of Chicago 
Press. 1944. Pp. xi, 250. $2.75.) 

This book has had a remarkable success both in England, where it was 
first published, as well as in this country, where, since its publication in Sep. 
tember, it has been creeping into the best-seller class. This is indeed an 
achievement for a book dealing with an intellectually difficult subject: one 
which, notwithstanding the author’s attempt to make it as palatable as pos. 
sible to the general reader, remains fully understandable only to the profes- 
sionally qualified. 

This is not the first lance which Professor Hayek has broken in favor of 
that individualism and liberalism—both in economics and in politics—which 
the founding fathers of political economy first presented to the world as the ba- 
sic attributes of a good society. Hayek and his Viennese colleagues have been 
the leaders in an astonishing movement of revival which in the early thirties 
began to appear also in England and which found in one section of the Lon- 
don School of Economics a group of militant adherents. There is nothing 
quite comparable to this movement in the United States. Hayek would no 
doubt be only too ready to assert that this is due to the fact that the virtues 
of individualism are still more vigorously practiced in this country than 
they are in what was once their home, England. Hence, there is no chance 
in this country for a band of zealots to be able to preach convincingly what 
is so largely still the rule even after twelve years of the New Deal. From the 
pens of Hayek, Mises, and other exiled German and Austrian scholars, a 
well as from their English disciples, there have come during the last ten 
years or more numerous articles and books which are variations on one and 
the same theme. In brief, the burden of their song is that modern Westem 
communities have been beguiled by several generations of socialists or col- 
lectivists of all shades of opinion into adopting increasing measures of collec. 
tive control over the economic and even the political lives of their citizens. 
The ideal picture which the seventeenth and eighteenth century philosophers 
and economists had painted was that of a free society in which the welfare 
of the individual was the supreme goal and was subject only to the equal 
right of all other individuals to the maximum measure of happiness. It was 
a society, moreover, in which the individual was acknowledged to be the 
best judge of his own interests. 

Hitherto the preachings of this small group of talented writers have been 
primarily concerned with the economic aspects of a liberal society, In the 
present work Hayek avowedly enters the political arena. He sets the tone 
in the very first sentences of his Preface in which he implicitly reasserts his 
belief that professional economists, gua economists, should not be judges 
of political objectives but should act only as economic technicians who até 
lyze and advise on the means for achieving certain objectives. True to this 
criterion Hayek openly declares his present book to be political, one there 
fore in which he can claim no expert knowledge as against his readers. He 
claims to write as a citizen, albeit an informed and intelligent one, but not 
as an academic economist. The subject matter, however, stands in his way. 
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Nevertheless, his manner of presentation and even his style have benefited 
from this descent from the Ivory Tower. This is a more lively book than any 
he has written before, and in some respects it is also a more candid one than 
the supposedly austere economic treatises that we have hitherto had from 
him. I think many of his readers will re-read his previous writings with a new 
insight into the workings of his mind. 

The central thesis of this book is not substantially different from that which 
has been propagated by Hayek and others in the past. It is that we are 
all driving along the road of “planning” at a rapid pace without realizing 
that at the end of that road there lies not only a collective economy (in itself 
an objective which not all of the present advocates of economic control, ac- 
cording to Hayek, really desire), but also a full totalitarian state, be it of 
the German and Italian or of the Russian variety. The novel element in the 
wav in which this thesis is now presented is to be found in Hayek’s attempt 
to demonstrate from the history of economic, social and political doctrines 
that we have not only slid down the economic slippery slope, but that our 
minds are infected, that progressives in the Anglo-Saxon countries have failed 
to realize to what extent they are drawing inspiration from doctrines de- 
veloped in Germany and which, even though they have socialist trappings, are 
essentially rooted in Prussianism and Militarism and in the horrible present- 
day manifestations of nazism. 

There is no doubt that Hayek presents his thesis with considerable skill. 
He begins by showing us the road which we have abandoned. He significantly 
chooses a motto from one of Mr. Roosevelt’s speeches which insists that the 
system of free enterprise for profit has not failed but on the contrary has 
not yet even been tried. In his first chapter Hayek paints an idyllic picture 
of our society progressing toward that happy state outlined by great thinkers 
psuch as de Toqueville, Acton, Cobden, Bright, Adam Smith, and indeed 
even earlier by the Greek and Roman philosophers, the founders of Christi- 
anity and the great scholars of the Renaissance whose ideas have made 
Western civilization what it is—or at any rate was. He then attempts to 
show why we have abandoned the search for the attainment of these great 
liberal ideals. He shows us the great Utopia of the collective state, the present- 
day manifestation of an age-long desire for the Millennium, which has lured 
us away from the liberal world. In these chapters he is primarily concerned 
with what he regards as the economic fallacies of planning, but he soon 

unges again into the political current, and in a series of chapters written 

‘ith obvious feeling he tries to show the inevitable connection between 
economic planning and totalitarian despotism, He shows the inevitable aban- 
Honment of the rule of law in any totalitarian society, which brings with 
t also the disappearance of all security, of all truthfulness in social and 

rsonal relations, and which inevitably fosters the development of the 
Worst instincts in every individual. 

There follows a brief account of the socialist roots of nazism, in which 

¢ find interesting accounts of the ideas not only of well-known German‘ 

Titers such as Sombart, but also of a host of unknown ones who, according 

0 Hayek, must be regarded as forerunners of Hitlerism, and a brief ex- 
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posure of a number of writers (Professor Carr, Dr. Waddington, and others) 
who, without knowing it, are “totalitarians in our midst.” They are carriers 
of the disease germ and by their writings they help, according to Hayek, 
to undermine the resistance of others. 

The corruption of the liberal ideal in international affairs is briefly sketched 
Planning on a national scale, according to Hayek, inevitably sets the inhabi. 
tants of one country against those of others. Monopoly, which is only another 
name for plannning, must in the end result in an international “beggar-my. 
neighbor” policy with war as the inevitable outcome. This indeed is claimed 
to have been the idea of almost all the liberal thinkers of the nineteenth 
century. Federation alone can translate into international terms what ¢e. 
mocracy and individualism and the rule of law mean in a national community. 

Hayek disclaims, however, to have written a book which presents a pr- 
gram, although in respect of international affairs he has allowed himself the 
pleasure of making some suggestions. In the main, he is concerned with 
diagnosis rather than with cure, though since the disease is diagnosed as one 
brought about by the patient’s own bad living, the remedy presumably is in 
his own hands. 

There are large stretches in this interesting book which one can travers: 
with a feeling of complete agreement with the author. His analysis of the 
manner in which the worst become the leaders of a totalitarian society, his 
trenchant and yet measured denunciation of the arbitrariness of totalitarian- 
ism, of its lawlessness and of the complete absence of personal security of the 
individual could hardly be bettered. His analysis, too, of some of the in. 
tellectual grave-diggers of infant German democracy is also extremely well 
done. The deep-seated antirational and illiberal ideas of German philosophy 
are skillfully laid bare, and the extension of this process of analysis to the 
various writers and thinkers in Western European countries as well as in the 
United States is very salutary. Particularly telling perhaps is the exposure 
of the falseness of the claim so frequently made by scientists and technolo- 
gists that they are the chosen ones to run modern society. The irrelevance 
of scientific knowledge in determining political objectives and the inevitabl 
growth of tyranny when the technologist is installed in the seat of power 
are well described. 

However, when all this has been said, the good points of the book have 
pretty well been exhausted. The remainder, at any rate to this reviewer, 
appears extremely wrong-headed. One could write many pages exposing 
detail the fragile nature of some of Hayek’s arguments. His account of the 
broad, high road of liberalism which we were traveling before Germany cor 
rupted us is far too idyllic to be true. The ideal society of the seventeenth 
and eighteenth century philosophers and economists cannot be said ever 
to have existed, and where real conditions approximated the theoretical pit- 
ture, as perhaps they did in the hungry forties in England, the results @ 
not conform with Hayek’s pretty picture. The falseness of the belief that 
we did at any time in any country have a fully fledged individualist economy 
from which we suddenly departed has been shown up many times. 

Essentially, what Adam Smith and the others did was to criticize the 
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society of their own day. Their great contribution to economic betterment 
‘< to be found not in the portrayal of a lifeless and abstract society built on 
the principles of Robinson Crusoe economics, but in the vigor of their 


S .ttack upon privilege and monopoly. Nor is it true to say that the growth 


of modern monopoly or modern economic nationalism is an intrusion into 
what would have been a “normal” development of nineteenth century econ- 
omy. The organic growth of restrictions, both by industry itself as well as 
by the state, both domestic and international, has been convincingly demon- 
strated by many economists of all shades of political opinion, and one would 
have thought that in this day and age the true seriousness and complexity of 
that problem would have been sufficiently realized to make it impossible for 
anyone to come forward with the facile and long-exploded arguments which 
Hayek uses. 

One looks in vain in this book for a really penetrating historical analysis 
of the connection between the growth of monopoly and the rise of nazism. 
Nowhere does one find a clear exposition of the specific manner in which 
the increasing monopolization of German industry and its interlocking with 
the banks led to the inextricable interweaving of persons and policies between 
the nazi state and big business. And in so far as a similar, and equally sinister, 
movement has taken place in other countries, Hayek contents himself with 
ascribing it to the vicious influence of the socialist theories of planners and 
does not attempt to uncover its true meaning. 

Nor has Hayek much of relevance to say about our present economic ills, 
in particular those of his country of adoption. A few very general phrases 
about the need for gradual and “planned” de-control, and a general exhorta- 
tion to the Britsh to work hard, reduce their standards of living and restore 
a fully competitive economy is all the guidance we get to lead us away from 
the road to serfdom. In the comparatively few positive passages he tries 
to be reasonable and he acknowledges the need for some planned and cen- 
tralized action even to the extent of recognizing the desirability of ensuring to 
every member of the community some minimum standards. But all this re- 
mains lip-service, rendered, no doubt, in the interest of persuasiveness; it 
does not come from the heart, for Hayek suffers essentially from that intoler- 


ance in matter of ideas which he ascribes to those whom he attacks. 


For him nothing short of complete freedom of competition will do. It is 
a freedom, moreover, to which he wants “to go back.” This well-worn sleight- 
pi-hand, the identification of an abstract figment of the textbook with a lost 
olden Age which is supposed once to have had reality is paraded again and 
gain throughout his book. Thus, in spite of Hayek’s ostensible determination 
0 make the fullest use of history, this remains a wholly unhistorical book, one 
n ros the most jejune analogies have to serve in place of a real histerical 
BNaiysis, 

Hayek also parts company with historical insight when he tries to show 
hat what can loosely be described as socialist thought in England and the 
nited States, but particularly in the former, owes much to German think-’ 
g. In the case of England this is a complete distortion of the true in- 
ellectual links. The roots of what may be described as modern socialism, 
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at any rate in its widest sense, go back far into English (and French) inte). 
lectual history. It was from these countries that Germany—an upstart a 
far as modern industry and its civilization are concerned—drew her inte. 
lectual nourishment, both in its liberal and in its socialist forms. Nazism js g 
dreadful enough example in itself without conjuring up the bogey that think. 
ing in the Anglo-Saxon countries is in danger of being corrupted by a hos 
of obscure German writers. After the ordeal which the world has had to ep. 
dure for ten years or more, we do not need books to make our flesh creep, 

Perhaps the most vulnerable aspect of the book is the frequent identifica. 
tion—to which one would have hoped so experienced a social scientist a 
Hayek would not have had to stoop—of all forms of collectivism and social. 
ism with nazism. A few years ago this was a common tactic in popular jowr 
nalism and in political speeches, but one would have expected something 
more searching in a book of this kind. Hayek might have stopped to reflect 
upon the very different development during the last few pre-war years in 
Germany and in the Soviet Union, and he might have had the grace, at the 
least, to acknowledge the very different manner in which the war itself has 
been conducted by the enemy and by our ally: we have yet to be show 
that Maidanek is an inevitable corollary of a collective economy. The truth 
is that Hayek’s strong political prejudices show through the veneer of 
reasonableness coupled with high-mindedness with which he tries to impres 
the reader. 

Eric Rot 


Washington, D.C. 


Social-Economic Movements: An Historical and Comparative Survey oj 
Socialism, Communism, Codperation, Utopianism; and Other Systems 
of Reform and Reconstruction. By Harry W. LaIpier. (New York: 
Crowell. 1944, Pp. xx, 828. $3.75.) 

It was among the objectives of the author of this book to improve on one of 
his earlier works, A History of Socialist Thought, now out of print. The 
second part of the former publication was rewritten and considerably e- 
panded. As the new subtitle indicates, the author deals with diversified sub- 
jects. Actually, the book is even more ambitious than its comprehensive 
subtitle promises. Socialist theories, socialist movements and consumer (0 
Operation are discussed without any historical or national limitations. The 
author attempts to offer a complete historical survey, for instance, by begit- 
ning his analysis of utopianism with the prophets of the Old Testament and 
the Greek philosophers, following up utopian ideologies through the Middle 
Ages and modern centuries and finishing with the programs and dreams 0! 
Theodor Hertzka, Edward Bellamy and William Morris. As far as countries 
are concerned, the book is simply global. Doctrines, plans and policies of al 
leading nations are examined. From this angle, the chapters on “Socialist 
in South Africa and Asia” and on “Labor and Socialist Thought in Lati 
America” will be particularly welcomed. The encyclopedic character of the 
book may be also illustrated by the fact that recent programs of post-Wél 
reconstruction have been incorporated. 
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The approach made by Mr. Laidler is rather uneven. In many parts of the 
hook the biographical method prevails. These parts would better fit a book 
on the great socialists than a book on social-economic movements. In other 
chapters attention is concentrated on the historical description of organiza- 
tions and institutions. We also meet with scattered sociological and economic 
evaluations and, occasionally, with an ascension into the stratosphere of 
genuine philosophy. 

While the well-known French adage “qui trop embrasse, mal étreint” is 
notorious for its exaggeration, we must not be surprised if so comprehensive 
a program, even in a large volume, does not attain the standard of perfec- 


® tion, One may be impressed by the erudition and the pleasant style of the 


author, but one can not help noticing that this or that subject is not treated 
fully and thoroughly enough. This criticism does not imply that parts of the 
book offer no valuable information, especially for the newcomer in the field. 

This general evaluation may be supported by a few specific considerations. 
The history of utopianism (Part One) is not a new field. It was therefore 
feasible to present a satisfactory analysis even in short space. For this pur- 
pose, excerpts from outstanding books, necessary and helpful as they are, 
can serve only as raw material. They must be supplemented either by a classi- 
fication of different brands of utopianism or by an elaboration on the historical 
trend of utopian ideologies. Such broader aspects, however, were neglected 
in this book. The reader might get the incorrect impression that in the long 
history of Greek utopianism Plato’s Republic is an isolated phenomenon. 
Should he not be told that the poetic and sometimes phantastic scheme of 
the Politeia was supplemented by Plato’s more realistic companion plan of 
the Vomoi? Would it not have been worth while to mention that, during those 
times, a fascinating literature developed which in some respects was more 
specific and had more economic details than the dream of the “social-aristo- 
cratic” founder of the Academy? Some of those plans were conspicuous by 
their radical suggestions. Phaleas of Chalcedon recommended in his Politeia 

a work which perhaps was written even before Plato’s homonymous book— 
nationalization of all industries, In the utopian island depicted by Euhemeros 
(in his “holy document”), the means of production had been collectivized. 
Except for home and garden, nothing was left in private property. Central 
regulation of economic activities and communism of family relations was 
Suggested in other utopian schemes, for instance by Hecataeos of Abdera, a 
contemporary of Alexander the Great. During this period, communistic ideas 
and schemes were so common that Aristophanes, in his famous comedy 
Ecclesiazusae (written about 392 B.c.) used them as a target for his satire. 
Some of the early writers anticipated Thomas Norus and his numerous fol- 
lowers by presenting their utopian scheme as the reports of sailors or travelers 


who by a concatenation of accidents had reached a lonely island in a distant 
sea. 


_ Turning to the seventeenth and eighteenth centuries, we miss some necessary 
mniormation, for instance about the longest experiment with communism which 
Bp istory knows, the Jesuit State of Paraguay (1610-1768). There was no 
eason to disregard both the five volumes of Vairasse’s Histoire des Sevarambes 


1677) and the revolutionary plan of a peaceful French country priest Jean 
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Meslier. After having inspired leading philosophers of the enlightmen 
era, Meslier’s Testament was finally printed in three volumes in 1864. He has 
been called the most consistent proponent of world communism. The presen; 
author seems unaware of the fact that the Physiocrats also made some cop. 
tribution to utopian ideology. It was significant that their uncontested chie; 
Francois Quesnay, considered himself as a direct successor to the ancient 
Greek philosophers. Like Plato, who segregated the idealistic scheme of his 
Politeia from the realistic program of the Nomoi, Quesnay distinguished be. 
tween the austere principles of the “ordre naturel” and the more practic) 
reform plans derived from the “ordre politique.” The harmonious condition: 
of the “ordre naturel” were the millennium which, of course, could never be 
reached. 

From a bird’s-eye view, all schools of socialist thought until the middle of the 
nineteenth century may be considered as preparatory steps for the develop. 
ment of “scientific socialism.” The appraisal of the political, social and ec. 
nomic system of Marxism, therefore, is the natural center of any history of 
socialist thought. Yet its treatment in the present volume is almost as dis 
appointing as in the previous presentation by the same author, published in 
1927. While the author devotes ample space to describing the early life, the 
university days, the marriage, the friendships, the journalistic activities and 
other major or minor biographical details of the master, he becomes reticent 
as soon as fundamentals of Marxism are to be discussed. In a volume of §28 
pages on socialism, to devote exactly ten pages (pp. 160-169) to the “Theoreti- 
cal Foundation of Marxism” seems badly out of proportion. While it may be 
possible to say in ten pages enough to develop the core of Marxian theory 
and to point up the most important ideas in but a few lines, what has happened 
here is that several of the fundamental principles of Marxian thought are 
not even touched upon. 

For instance, the author mentions the materialistic conception of history, 
the doctrine of the class struggle and the labor value theory as “the three 
cornerstones of Marxian theory.” But he does not discuss the laws of capitalis 
tic evolution—such as the law of concentration of enterprises, the law oi 
accumulation of wealth and the law of increasing misery with its corollary, 
the law of the gradual disappearance of the middle classes; nor does he 
examine Marx’s doctrine of the withering away of the state. These omis 
sions are particularly inappropriate in a book which, in its later chapters on 
Revisionism (Chapter 20, “Eduard Bernstein and Revisionism”; Chapter 21, 
‘“Marxists’ Reply to Revisionists”; pp. 237-276), deals extensively with thos 
laws of capitalistic evolution and with the feud between the evolutionists 
and voluntarists and, in its analysis of principles and tactics of Russian com- 
munism (Chapter 25; pp. 367-383), states that Lenin’s theory of the withering 
away of the state has been supported by the claim of being a revival of Marr’ 
and Engels’s proposals. 

Also Laidler’s interpretation of Marx’s economic theory is deficient. Fo 
example, the labor value and surplus value theories have been reproduced 
without mentioning the change made by Marx himself in writing the thin 
volume of Das Kapital to meet the obvious dilemma: that the labor value 
theory cannot be reconciled with the assumption of an equal profit rate. The 
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only possible solution then—which, incidentally, was found by Wilhelm Lexis 
independently of Marx—was a narrowing down of the labor value theory. In 
his third volume, Marx held that only under special conditions are individual 
commodities exchanged at their values. In general, they are sold at their cost 
prices plus the average profit rate. Although this new assumption could not 
be proved, it represents a fundamental change of the original doctrine. As 
® many critics have maintained, the labor value theory capitulated twice before 
, variant of the cost of production theory: first, in the work of its famous 
individualistic sponsor Ricardo and, secondly, in the system of his socialistic 
counterpart Marx. The reviewer would not object if an elaboration of this 
controversy had been left out in this otherwise so comprehensive survey, but 
he does believe that this essential qualification of an essential doctrine of 
socialism should not have been ignored. 
Fritz Kart MANN 
The American University 


Statistics; Economic Mathematics; Accounting 


Financial Accounting—A Distillation of Experience. By Grorce O. May. 
(New York: Macmillan, 1943. Pp. ix, 274. $3.00.) 

This book will exercise an outstanding influence on accounting for many 
years. Among the leaders of the profession it will be recognized as a system- 
atic presentation of the nature of financial accounting, consistent with the 
Bnative genius of that art as they meet it in practice. Doubtless many of them 
will not agree with all of the positions taken by Mr. May, but the abrasive 
character of the book will engender the type of discussion which will further 
clarify the subject. Younger accountants will find it a valuable means for that 
transfer of the fruits of experience which is part of a profession. 

‘By the nature of our somewhat esoteric art much of the literature of ac- 
counting tends to be closed to those who are not accountants. This volume 
is not technical in that sense and, though highly condensed, its style is clear 
and readable for those proficient in law, regulation, and the several branches 
of economics. One of the chief tasks of such a volume, which the author doubt- 
less had in mind, is to clarify for those in related professions what financial 
accounting does, what its limits are, and the reasons for the position it takes. 

This volume is a distillation not only of experience in a long professional 
career, but also of extensive writing in accounting and economics. Beginning 
shortly after he became senior partner of Price, Waterhouse & Co. in 1911, 
Mr. May wrote a series of essays notable both for their forceful and penetrat- 
ing analysis of current problems and for their breadth of view on the re- 
sponsibilities of the profession. Many of these papers were brought together 
n a volume published by his associates in 1936.1 Financial Accounting is a 
ummary and further development of these earlier lines of inquiry. It also 
feliects the author’s long association with the research and other professional 
activities of the American Institute of Accountants. 


‘Twenty-Five Years of Accounting Responsibility, New York, 1936. 
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Many years ago Dean Edwin F. Gay drew attention to the need fg 
effective writing by men carrying responsibility in the world of affairs, (pp 
can detect in the writing of the younger men in the profession the effect o/ 
Dean Gay’s position, the example of Arthur Lowes Dickinson and of Mr; 
May himself. 

It is difficult in reviewing a volume in which the argument is buttressed 
by so many facts, both current and historical, to select that facet which 
should be emphasized; here it is the method of reasoning in accounting 
which seems most significant. The utilitarian nature of accounting is drawn 
an inductive conclusion from the history of the profession over the |as 
forty years, and its wide acceptance is set forth as a preliminary to further 
progress. 

Mr. May emphasizes that accounting is to be judged by its usefulness 
that accounts are conditioned by the purposes they are designed to serv. 
and that general purpose accounts cannot be expected to serve all purposes 
equally well. The controlling objectives need careful examination: 


Financial accounting is now generally recognized as being primarily his 
torical in character and as having for its most important function the extra. 
tion and presentation of the essence of the financial experience of business, 
so that decisions affecting the present and the future may be taken in the 
light of the past. The rules of accounting, even more than those of law, are the 
product of experience rather than of logic (p. vii). 

... It is an art, not a science, but an art of wide and varied usefulness... 


(p. 1). 
It became clear to me that general acceptance of the fact that accounting 
was utilitarian and based on conventions . . . was an indispensable preliminary 


to real progress ... (p. 2). 


The examination of principles, postulates and conventions in Chapter III 
clarifies a whole series of problems by showing the necessity of conventions, 
distinguishing and stating certain postulates and showing the limited sense in 
which the word “principles” should be employed if it is to be most usefil 
The Institute has already taken the position that “principle” should le 
used only in the sense of “‘a general law or rule adopted or professed as 4 
guide to action; a settled ground or basis of conduct or practice.” “. .. Ac 
counting principles are founded on considerations of utility and are subject 
to modification as criteria of usefulness change.” 

The sanction for a particular principle or guide to action thus lies 
the effect of the action taken thereunder on all those who rely on tk 
accounts. The application of such a method of reasoning is necessarily difi- 
cult. It requires keen analysis and professional judgment, and a broad appre 
ciation of the interest of the several groups which use accounting statement 
and the nature of the statements which will serve their needs most full 
This breadth of the basis of judgment was ably stated by a committee of tt 


ilitie 


Institute, of which the author was a leading member: ng 0 

The committee regards corporation accounting as one phase of the workiti “Br 
of the corporate organization of business, which in turn it views as a machine y 


created by the people in the belief that, broadly speaking, it will serve! 
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yseful social purpose. The test of the corporate system and of the special 
phase of it represented by corporate accounting ultimately lies in the results 
which are produced. These results must be judged from the standpoint of 
society as a whole—not from that of any one group of interested parties. 
‘Accounting Research Bulletin No. 1, issued September, 1939.) 


The utilitarian method of reasoning implicit in the experience of the pro- 
jession has a certain dynamic quality. It has needed to be made explicit 
in order to be forceful. One might draw an analogy to the lectures. of Oliver 
Wendell Holmes on “The Common Law” in 1880 and to the work of Dr. 
William Osler in medicine. Both made new and dynamic methods explicit. 
While the utilitarian point of view is by no means universally held among 
accountants, it has received wide recognition through the research activities 
of the Institute. 

[t is impossible within the limits of a short review to indicate fully the areas 
to which this reasoning is applied. The question how far cost and value 
should be reflected in accounts is perhaps the central question of account- 
ing. Those in the profession must meet the facts of business in all the variety 
continually presented. Some economists will be disturbed by the author’s 
factual analysis of cost and value but others will find it an intriguing 
amplification of economic generalizations in these familiar fields. 

The author’s discussion of regulation by the Securities and Exchange 
(Commission is notably well tempered and well balanced. The statement has 
requently been made, even by persons assumed to be familiar with the facts, 
that the legislation establishing this commission followed British practice. 


The author shows clearly the error of such statements and the extent to which 


he securities legislation used a legalistic rather than an accounting approach. 
While recognizing that “the Commission has up to now exercised the power 
0 prescribe accounting rules . . . with restraint and judiciously,” he ques- 
ions the wisdom of granting power over accounting rules to a body inexpert 

the professional sense. Historical perspective shows progress based on pro- 
essional judgment and responsibility to be more hopeful than too great 
eliance on regulation. 

The growing importance of the determination of income is recognized 
iroughout but only one chapter is devoted specifically to income. This war- 
ants the hope that, having laid the groundwork so thoroughly in this volume, 
ie author will in the future devote a second volume to a further examination 
f this subject. 

This volume has breadth and scope; it makes explicit many things which 
ave been “seen through a glass darkly” by the profession. Possibly its out- 


manding characteristics are two: it delineates a method of reasoning native 


D the art of accounting, having a dynamic quality through which difficult 
roblems are brought progressively closer to solution; second, the responsi- 
lities of the profession are treated in terms as broad as the effect of account- 
g on the economy, with the corollary that the art of accounting is an 


htegral part of the art of administration. 


W. ARNOLD HosMER 
Harvard University 
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Business Cycles and Fluctuations 


Public Spending and Postwar Economic Policy. By SHERwooD M. Fine (Ney 
York: Columbia Univ. Press. 1944. Pp. viii, 177. $2.50.) 

This book mainly is an essay on the stagnation thesis. In the first section 
of the volume the stagnation thesis is presented and a distinction is drawp 
between the compensatory public spending that would be required to offset 
a chronic deficiency of private investment, and “pump-priming” that would 
produce a high level of private investment by means of initial government 
expenditure. Mere pump-priming does not, but compensatory public spending 
does involve a “serious departure from budgetary orthodoxy” and its advocacy 
‘marks a sharp break with conventional economic thought.” After expound. 
ing the stagnation thesis, the author expresses his criticism of it. He is mw. 
convinced by the argument of the Keynesians in general and of Professor 
Hansen in particular, and he believes that restrictive business and labor prac. 
tices and the absence of a hospitable investment climate are more likely to 
have been responsible for stagnant trends in the past than are the circum. 
stances emphasized by the stagnationists. Chapter VI contains a summary 
and brief discussion of economic developments from 1933 to 1940; this is the 
most useful section of the volume. 

WILLIAM FELLNER 

University of California 

Berkeley, California 


Fluctuations in Income and Employment; with Special Reference to Recent 
American Experience and Post-War Prospects. By THomas Wison, 
London School of Econ. and Pol. Sci., stud. in econ. and comm. no, §, 
(London: Pitman. 1942. Pp. x, 213. $3.00.) 


This skillful little book attempts to explain why our economy is inherently 
unstable, what forces pushed it off balance in the United States between wars, 
and how to balance the post-war system without abandoning democracy or 
embracing an ever-swelling debt. 

The instability of the system is explained as inherent in security speculation, 
a theory credited to Keynes, Hicks, Kaldor, and Kalecki. The explanation 
runs roughly like this: If long-term interest rates should fall appreciably, 
perhaps due to a decline in investment demand for funds, the supply of those 
long-term funds will fall also. This happens because interest rates are expected 
to rise again in the future since they have always risen from past depressions, 
and is brought about by the tendency of bankers and others to sell securities 
and hold funds liquid until security prices stop falling. Their action keeps 
the investment rate of interest from falling below the average of expected 
future short-term rates and, consequently, from declining with the profitability 
of investment. But since, in the presented theory, interest has the chief rile 
in inducement to invest, its inflexibility retards the recovery of investmetl! 
and, therefore, of income and employment. 
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This theory is, fortunately, not basic to Dr. Wilson’s book. Still, one 
wonders why he leans at all on so unsubstantial an explanation. For changes 
in interest between zero and, say, 6 per cent can affect long-term investments 
much less powerfully than moderate changes in price or rent expectations or 
in cost of producing, operating, or amortizing the assets to be acquired by 
investment. Many economists have pointed out the interest rate’s comparative 
weakness. In fact, Dr. Wilson later in the book approves the Oxford report 
that relatively few investment decisions of replying firms had ever been af- 
fected by cheapness or ease of getting funds (pp. 81-83). Yet in setting out 
this theory the author never questions the major rdle he gives to interest. 

But whether interest and security speculation do prevent a quick return 
to the course of full employment, what gets the system off-beam in the first 
place? Wilson, though British, reviews the chief possible causes of downturns 
in the light of the United States experience during 1919-1938, Cost and 
tightness of bank credit and bond capital he sensibly rejects on grounds that 
the increases were small and that firms relied more and more either on their 
undistributed surpluses or (during the late 1920’s) on the stock market. Wage 
rates he wisely leaves in the air, it being too difficult to trace the effect of 
changes in money rates on real wages. Nevertheless, he believes that rigid 
money wages in United States heavy industry accentuated the cumulative 
downswing in the early 1930's. 

He discovers no scarcity of savings in 1929 and 1937. On the other hand, 
though he regards falling consumption growth-rate as a possible or contribu- 
tory cause, he rejects it as a mecessary cause. For the 1924-25 and 1926-27 
declines in consumption growth were even greater than the 1928-29 declines 
(comparison from Kuznets’s figures), yet did not precipitate any such cumu- 
lative economic downswing as that which followed 1929. 

As a matter of fact, the 1929 economic collapse was, he finds, started by a 
combination of factors. One was a decline in rate of consumption growth; 
another, the slowing up of innovations; and a third, the exhaustion of demand 
for building, resulting semi-autonomously from great overproduction in the 
early 1920’s. Once the collapse started, the spiral effect of consumption on 
investment and investment on consumption took over, in the form now known 
to economists as the multiplier-acceleration interaction. Other factors in the 
downswing and subsequent depression are cited as the decline in foreign 
trade and the unfavorable political atmosphere. 

This explanation is well reasoned. It serves, of course, only as an introduc- 
tion to a full explanation, for the author’s brisk handling of income statistics 
can hardly give us the last word on movements in consumption. Too, Wilson 
skips a bit lightly over the explanation of cycles in building and innovations, in 
view of the critical importance he quite rightly ascribes to them. Nevertheless, 
his explanation of the initiating factors in cycles is respectably done and forms 
the best part of the book. 

As to the post-war outlook and what can be done about it, Dr. Wilson 
draws somewhat more optimism from his analysis than do I. It is true he- 

fears a repetition of 1929 in default of sound policy, since the inherent cause 
ol trade cycles is security speculation, which is also inherent in the “semi- 
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liberal social service states” in prospect for post-victory United States ang 
Britain. But he believes that government can minimize unemployment throug) 
public works, broadly conceived, and direct family allowances and pensions. 

Vet government debt need not indefinitely increase, for two reasons: One 
is that there seems to be no such thing as chronic underconsumption or over. 
saving (shown by a brief study of Kuznets’s income figures for 1920-29), 
Even if oversaving should persist, the author feels it could be cured partly by 
levying death duties and partly by increasing progressive income taxes, accom. 
plishing the latter gradually so as not to impair incentives. Should incentives, 
however, threaten to be impaired, capital of the wealthy could be levied on 
(in large doses to prevent the levies from being financed by increased savings! ). 
The other reason why debt need not overwhelm us is that cumulative cyclical 
downswings in consumption and investment can be checked by proper timing 
of government expenditures before the need for them becomes too huge, 
Success will depend largely, he concedes, on adoption of a more moderate 
policy by which organized labor refrains at such times from holding the nation 
up for inflationary wage increases, as well as on codperation of nations in 
regard to foreign exchanges and trade cycle policy. 

Only the outlines of his argument are resketched here, for Dr. Wilson 
paints a big theme. Indeed, the theme is a little big for the canvas. For the 
author tries valiantly with both theory and statistics to cover the whole range 
of causes and cures of cycles, and is naturally prevented in a small book from 
accomplishing this major purpose with the same excellent craftsmanship he 
often displays where he puts his mind to any detail. Economists and gover- 
ment planners may, for that reason, not find the book quite as new or profound 
as the author was probably capable of making it. Business men will find it 
useful but hard going, for it was obviously not written for them. Still, the book 
is sensible and, to a trained reader, very lucidly written. It should be especially 
helpful to graduate students in consolidating their study of business cycles. 

CLARENCE D, Lonc 


Washington, D.C. 


Public Finance; Fiscal Policy; Taxation 


Curbing Inflation through Taxation. Symposium conducted by the Tax Iv- 
STITUTE. (New York: Tax Inst. 1944. Pp. ix, 261. $2.50.) 

This volume, like its predecessors, brings together different, sometimes 
conflicting points of view of both economists and others interested in public 
finance on a topic of current interest. There are nineteen contributors. Alter 
brief sections dealing with some of the “earmarks” of inflation and inflation- 
ary aspects of the public debt, the longest section deals with various fiscal 
devices for curbing inflation. The fourth section is a compact presentation 0! 
the experience of four other countries (U.S.S.R., Italy, Canada and England) 
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in curbing inflation through fiscal devices. The last section is fittingly devoted 
to the possibilities of post-war inflation and suggested tax action. 

There are some excellent presentations of particular aspects of the infla- 
tion problem, of which those by Milton Gilbert, Alvin Hansen, Marius Fario- 
letti, Roy Blough, Carl Shoup, A. Kenneth Eaton (summarizing the Canadian 
experience), Mary Murphy (summarizing the English experience), and Mar- 
riner Eccles stand out. Nevertheless, the fact remains that “Curbing Inflation 
through Taxation” seems a much more academic topic in 1944 than in 1942, 
when the symposium dealt with “Financing the War.” The longest sections 
in both books are devoted to fiscal devices for curbing inflation. 

Declining interest in the topic of this symposium has not been due to any 
decline in currently accumulating inflationary pressure. As Dr. Newcomer 
says in the Foreword, “The war on inflation has yet to be won,” and the 
growing importance of “black market” problems attests to the truth of 
her statement. But there have been two developments in the last year which 
cannot be overlooked. First, the attitude of Congress during the framing of 
the Revenue act of 1943 made it apparent that, in the present emergency 
at least, taxation had gone about as far as Congress considered politically 
desirable. Second, interest has grown in recent months in the possibility of 
deflation as well as inflation early in the post-war period, even in the face 
of the unprecedented accumulation of liquid assets available to exchange for 
goods and services. In essence, the question is this: In the face of the un- 
avoidable unemployment of the reconversion-transition period, how will people 
react? Will they carry out the elaborate spending plans which they are 
now making, or will they tend to “sit tight” and wait to see what happens? 

The result of these two developments since the program of the 1944 
symposium was “set” is that many of the presentations seem to be more 
an analysis of fiscal proposals of the recent past than an analysis of the 
adaptation of certain fiscal techniques to policy making in the period which 
lies ahead. A good example is the careful analysis of the spendings tax 
by Professor Buehler. 

Only in the paper by Mr. Eccles on “Possibilities of Post-War Inflation 
and Suggested Tax Action” is there special emphasis on the importance of 
taxation as a means of controlling deflation as well as inflation. A few other 
contributions may be mentioned. Milton Gilbert begins the symposium with a 
useful summary on “Consumer Spending during the War.” Roy Blough, Direc- 
tor of Tax Research in the Treasury, gives an authoritative account of “The 
Individual Income Tax as a Method of Inflation Control.” Alvin Hansen has a 
clear analysis of “Inflationary Potentialities of the Public Debt,” in which he 
breaks down the problem into several parts—inflationary potentialities in- 
volved in debt creation, in maintainence of a debt already incurred, and 
in the magnitude of a debt already incurred. 

The symposium concludes with an Appendix containing some remarks 
on “Tax Information and Public Education” and a bibliography. 


Epwarp D. ALLEN 
lowa State College 


| 
} 

yn 

ng 
ite 
on 

in 

OD 
the 

ge 
om | 
he 

und 

1 it 
ook 
ally 

IN- 

imes 
ublic 
After 
stion- 

fiscal 
on of 

\ 

\ 


THE AMERICAN ECONOMIC REVIEW 


Money and Banking; Short-Term Credit 


Development of Two Bank Groups in the Central Northwest: A Study in 
Bank Policy and Organization. By CHARLES STERLING PoPPLE, Stud, jn 
bus. his., Vol. ix. (Cambridge: Harvard Univ. Press. 1944, Pp. xxv, 418, 
$4.50.) 


The central theme of this book is the sudden emergence in 1929 of two 
large bank groups and their survival through the storm and stress of the 
thirties. “Despite all their tribulations every member of each group was 
open for unrestricted business at the time of the bank holiday [of March, 
1933], and as soon as the holiday was over, every group bank immediately 
reopened for unrestricted withdrawal. . . . Depositors of each unit bank {in 
each group] have always received one hundred cents on the dollar and they 
have always had an opportunity of getting loans” (p. 335). Yet in the four 
darkest years eight hundred banks which were not in the groups failed. 

This rare experience merits a search for the mysterious springs of faith, 
hope, and competence. Did Minnesota possess superbankers as well as super. 
football coaches? Was it a Swedish “middle way” transplanted? Or was it a 
bit of inevitable gradualness which was speeded up in 1929 and then for- 
tunately was arrested by the crash when it had gone far enough but not too 
far? Mr. Popple’s conclusion combines the first and third of these possible 
explanations. Group banking was “a logical evolutionary step in the develop- 
ment of unit banks in the Ninth Federal Reserve District” (p. 339). Its 
welfare was in the hands of a generation of bankers who inherited a tradition 
of sound banking methods from James Forgan, a Scot from Nova Scotia, in 
the last decade of the nineteenth century; who had the essentials of salvation 
drummed into their heads by the disasters of the eighteen-nineties; and who 
then took a refresher course in the rubrics of ruin when the Central Northwest 
ended its period of frontier expansion and war boom in 1920. 

The first half of the book describes the general economic development oi 
the region from the coming of the first settlers, the growth of country banks, 
and the rise of the Twin Cities (Minneapolis and St. Paul) as the commercial, 
transportation, industrial, processing, and eventually financial metropolis for 
an area stretching as far west as Montana. In that metropolis four lary 
banks emerged as leaders, and their conservative desire to restrict themselves 
to good commercial self-liquidating loans was helped by the growth of local 
deposits as well as by the establishment of other types of financial institutions 
to provide other forms of credit. Yet no matter how strong their position 
became, the general banking structure was rendered vulnerable by the crop 
of small banks in the two cities and the farming areas. 

Hard times in the twenties cut down the number of banks in the regia 
from 3,550 in 1920 to less than 2,400 in 1929. The Minneapolis Big Two 
began to strengthen the urban position by acquiring suburban banks and the 
rural conditions by exerting persuasion or pressure on the hinterland where 
they served as bankers’ banks. The city banks cleared checks, held balancts 


holdi 
apolis 
First 
devel 
broug 
10 pei 
cent ¢ 
1929, 
remain 
The 
the de} 
stockhi 
aS ear 
of the 
units h 
charact 
introduc 


190 ee [ MARCH { 
ex 
the 

r 
at | 
and 
wou 
hold 
[a 
holde 
so m 
Wivers} 

n W ne 
the num 
1) per C 

region 

\ 


BOOK REVIEWS 191 


and made loans to their rural bank clients; but each side was free to terminate 
the connection, and group ownership did not spread beyond the suburbs, 
except in the case of a few country chains with many weak links and no 
strong metropolitan hitching-post. 

In 1928 the rumor spread that the wicked eastern capitalist was planning 
to buy—or butt—his way into the large banks in the Twin Cities and into 
the rural banks as well, just as he was doing in public utilities, insurance, 
manufacturing, the movies, and retail stores. Mr. Giannini was quietly buying 
small blocks of stock in the big banks, and strange advances from New York 
or Chicago were being made to country bankers. This news made the Twin 
City bankers decide that something must be done. But other influences were 
at work. The first was the feeling that country banks would be strengthened 
and better managed as part of a larger organization. Their owners were willing 
to gain the strength, but not to face the loss of prestige and of income that 
would be inevitable if their banks became mere branches. Hence the group 
idea was palatable, or even popular, with many country bankers and stock- 
holders. In the second place there was the belief that if country bank stocks, 
which sold at low prices for lack of a good market, were exchanged for those 
ff a holding company, the latter would be listed in the big exchanges and 
would command a better price, especially in the roaring late twenties. The 
holders of country bank stock therefore jumped at the chance to make money, 
so much so that when the grouping movement had once begun they crowded 
the offices of the two groups, eager to be absorbed. 

Northwest Bancorporation announced its birth in January, 1929, as a 
holding company which immediately took over the Northwestern of Minne- 
apolis and banks in North Dakota, Wisconsin, and Iowa. The Minneapolis 
First National had to follow the example of its chief rival, and the movement 
developed momentum every day until the seriousness of the general crash 
brought it to a halt. By the end of 1930 the two groups had acquired about 
10 per cent (222 in all) of the banks in the Northwest, holding over 40 per 
cent of the total deposits. If the hurricane had not struck in the fall of 
| 1929, heaven only knows how many of the remaining banks would have 
remained outside the fold. 

The next five years were a period of “ordeal and survival.” In that ordeal 
the depositors lost nothing; the officers and employees lost a little; but the 
stockholders took it on the chin as the market price of their stocks dropped, 
as earnings fell, and as dividends shrank. Since recovery and the coming 
of the Federal Deposit Insurance Corporation, the history of the operating 
units has been that of all banks: the need for more capital, the changing 
character of bank assets, the eager search for new kinds of business, the 
introduction of minimum service charges, and the declining trend of earnings. 
Advertisements on billboards or in the press and even the employment of a 
university professor as war news radio commentator three times a week are 
now normal methods of attracting small borrowers or depositors. In 1940 
the number of banks in the district stood at half the 1929 figure. Of the 1,288, 


|3 pet cent were in the groups, and held 55 per cent of the deposits of the 
egion. 
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For his material Mr. Popple has ranged over a vast quantity of printed 
sources. But his chief claim to attention springs from the fact that for some 
years he worked in the offices of one of the groups; that he has had access tp 
the private records of both groups; that he has had countless conversation; 
with the bank senior executives, and that some of them have read his many. 
script. Consequently, while he insists that his work is not an “official history,” 
it is in large measure an “officials’ history.” He writes from the inside, and 
has, as his editor says, “the point of view of the Street, of the Group,” rather 
than of the man in the street and the griper. He virtually ignores or dismisses 
critics of the groups as ignoramuses or as demagogs, and of course he may 
be right in doing so. The strongest criticism I have been able to garner from 
competent Twin Cities readers of the book is that its author has shown reserve 
and delicacy in handling some warm issues, and has sanded and varnished an 
occasional rough spot. To them Mr. Popple would doubtless reply that at 
least the groups have been successful in a field of almost despairing struggle, 
and have provided the safety and stability long needed in the region. And he 
would be right, provided he did not claim all the credit for them. 

HERBERT HEATON 


University of Minnesota 


International Trade, Finance and Economic Policy 


International Currency Experience: Lessons of the Inter-War Period. By the 
ECONOMIC, FINANCIAL AND TRANSIT DEPARTMENT, LEAGUE OF NATIONS. 
(New York: Columbia Univ. Press. 1944. Pp. 249. $3.25.) 

In a Preface to this work we are told by Mr. A. Loveday that Chapter 
VI was written by Professor William Adams Brown, Jr., and one infers that 
all of the remainder is the work of Mr. Ragnar Nurkse. 

We are reminded of the prevailing fear during the 1920’s that a shortage 
of gold would soon appear, and of the consequent recommendation of the gold 
exchange standard by the Genoa Conference in 1922. It was, in the main, 
that system which was put into effect during those years. As events turned out, 
the deflation was only postponed, and when the greatest need for “econ- 
omy” of gold developed there appeared the least willingness to hold foreign 
exchange as reserves. This is not surprising, since the gold exchange standard 
is at best a very fair-weather system. 

It was the more or less accepted notion of the “rules of the game” under the 
gold standard that central banks would expand and contract their domestic 
assets as gold flowed in or out; but during the inter-war years such action 
was taken only in a minority of cases. It is stated that this was due in part 
to certain “automatic” forces which tend to neutralize gold flows, such as the 
repayment of indebtedness to the central bank during an inflow, but also i 
large part to deliberate neutralization. In the early years of this period 
the gold-losing countries were not on the gold* standard, and therefore 4 
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loss of gold did not require a reduction in the quantity of domestic currency; 
while the United States looked upon the incoming gold as only a temporary 
addition to its stocks, and did not desire to expand the currency, since it 
was believed that such expansion would require a later contraction. However, 
neutralization continued to be the rule during the later twenties. In the de- 
pression years “hot” money transfers were prevailingly offset, and quite aside 
from this fact gold-losing countries were not often willing to contract 
their currencies. 

Under the gold standard, reserves of international currency are desirable to 
meet short-run discrepancies in the international debit and credit items. 
If these are not held a temporary outflow may lead to unnecessary readjust- 
ments in the domestic economy. It is pointed out that agricultural export- 
ing countries will have greater need than industrial nations for such “buf- 
fer’ stocks of currency, since their trade balance is subject to wide fluctua- 
tions. The reviewer would disagree, however, with the further conclusion 
that an international currency is a prerequisite to multilateral trade. 

Alternatives to the holding of “buffer” stocks are exchange rationing and 
adjustment, but neither of these is commended by Nurkse for this purpose, 
although he seems not to be opposed to them as a means of avoiding defla- 
tionary and inflationary influences from abroad. The reviewer questions the 
desirability of exchange rationing in these latter connections. The essential 
thing is that the monetary agency of the government be not hamstrung in deal- 
ing with domestic deflation because of the loss of reserves. It would be far 
better if there is this danger simply to leave the gold standard, allowing the 
exchanges to seek their equilibrium level, and to increase the stock of currency 
to any level required to maintain the price level. This action would create no 
such restraint of trade as exchange rationing, and it does not involve a delib- 
erate depreciation of the currency to which other nations may reasonably ob- 
ject. Exchange adjustment and retention of the gold standard might produce 
the same results, were there any way of determining the extent of devaluation 
that is required. 

Nurkse is opposed to freely fluctuating exchange rates. However, this opposi- 
tion seems to be founded in very large part upon a belief that the difficulties 
of the 1930’s are inherent in any system of free exchanges. It is one thing to 
condemn, as one must, exchange fluctuations which are the consequence of 
widespread internal instability, and of consequent speculation in, and flights 
irom, particular currencies; and it is quite a different thing to condemn, 
as one need not, such exchange fluctuations as would occur under conditions 
of internal stability. It is more than a little anomalous to condemn fluctuating 
exchange rates under conditions which a system of fixed exchanges could not 
survive, 

It is doubtful that fluctuating exchanges, under conditions of internal 
monetary stability, would create an undue discouragement to trade; or that 
they would be disequilibrating under the same conditions. And it is beside 
the point to contend that exchange fluctuations “involve constant shifts of 
labor and other resources between production for the home market and 
roduction for export” (p. 210). Gold flows under an international standard 
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operate in precisely the same way if they are permitted to have their “nor. 
mal” effects. But in the case of gold flows the adjustment must come by way 
of a change in domestic prices, including wage rates, whereas with free 
exchanges the necessary adjustments can be obtained largely by means oj 
changes in the prices of international goods. The important consideration 
is that the latter prices are more flexible than wage rates. 

However, Nurkse does not ignore the need for internal stability. He repeat. 
edly asserts that stable domestic conditions are necessary if international 
monetary relationships are to be satisfactory. An alternative statement js 
frequently made to the effect that “synchronization” of internal policies by 
the various nations is needed. The reviewer would prefer to place the em. 
phasis exclusively upon internal monetary stability, rather than synchroniza. 
tion; but this is not a matter of importance, since the appropriate monetary 
policies in all nations would mean a near approach to continuous equilibrium 
with full employment, granted a reasonably flexible price system. Thus 
internal policies would automatically be synchronized. 

Exchange control, and more particularly exchange rationing, are, of course. 
compared with tariffs, import quotas, and bilateral trade agreements as devices 
for the implementation of national monetary and commercial policies, Hov- 
ever, if there is exchange control, it will be the undervaluation of the do- 
mestic currency that is significant rather than the fact of control. It is 
also pointed out that exchange rationing need not be discriminatory, although 
it usually is. 

There are numerous statements to which the reviewer would take excep. 
tion. It is said that “regulation of the quantity of money has proved relatively 
ineffective even in steadying the level of prices” (p. 106). There is little evi- 
dence to support this statement. There was no serious attempt to prevent the 
decline in the volume of money in the United States for nearly three years 
following the beginning of the depression in 1929. Before we can say that 
regulation of the quantity of money “has proved” ineffective we must make 
an attempt at such regulation. 

It is stated that “it is essential for a currency system . . . to adapt itself 
continually to economic change” (p. 191). This is a plausible but misleading 
point of view. The one thing that is needed in the currency system is publicly 
announced definiteness and stability of policy. This we do not have and 
never have had. 

It is asserted that “foreign long-term lending is another essential prerequ- 
site for the successful operation of a stable international currency system’ 
(p. 202). On the contrary, stability is entirely compatible with a complete 
absence of foreign lending. Consistently with the stated point of view, some 
method of governmental guarantee of foreign investments is commended (p. 
205). This may be a debatable question, but the reviewer would emphatically 
take the negative side to defend. The further conclusion, however, that fiu- 
tuations in foreign lending should be avoided is both valid and important. 

The material in this work is ably presented and informing. The authors 
reveal an intimate and discerning knowledge of monetary and commercial 
affairs in a large number of nations. Their book will be a welcome discussi0a 
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nl of the many problems with which it deals to one who has either not the time 
ay or the inclination to inform himself of the wide range of specialized knowl- 
Tee edge required for a work of this kind. 
of Lioyp W. 
ion University of Chicago 
pat- 
mal British Colonial Theories, 1570-1850. By Kiaus E. Knorr. (Toronto: Univ. 
t is of Toronto Press. 1944. Pp. xix, 429. $4.20.) 
by Colonial theories from 1570 to 1776 were dominated by mercantilist doc- 
= trines: and the “Old Colonial System,” which carried out these doctrines 
ia: in the field of policy, became one of the main objects of attack by Adam 
tary Smith and his followers in their assault upon the whole mercantilist structure. 
ium In this interestingly written book is brought together, classified, and inter- 
hus preted the massive literature which in the main tells the story of the rise 

and fall of mercantilistic thinking on the subject of colonies. The study is 
urs, not limited to the economic aspects of colonial theories, nor indeed to mer- 
vices cantilism and antimercantilism alone, but is as comprehensive as -the title 
low. implies (except that theories concerning India and Ireland are excluded) 
; do- in covering the whole battery of colonial issues—political, social, and moral 
It is even including a note on the romantic flights of thought of the Lake 
ough Poets. 

In broad outline the material is arranged chronologically, with Part I 

KCep- one hundred and fifty pages) devoted to the mercantilist period; and the 
ively remainder—the larger portion—to the breakdown of mercantilism and the 


e evi concurrent reorientation of attitudes toward colonies. The organization of each 


t the part is largely topical: the discussion is arranged by types of arguments for 
yeals and against colonies; by analyses of outstanding writers such as Adam Smith, 
"that Josiah Tucker, Bentham, James Mill and Ricardo; by summaries of schools 
make of thought such as the Dissenters and the Manchester School; and by reviews 

typical discussions such as those on the sugar duties and the timber 
itsel duties in the early nineteenth century. An advantage of the arrangement of 
an the book is that the reader can very easily follow the ebb and flow of thought 
blicly 


on any particular issue, such as, for example, the question of colonies 
as a means of relieving population pressure. 
Each of the accounts of the two main eras is prefaced by an excellent 


e and 


requi- summary of the ideological environment in which colonial theories were gen- 
stem perated. These accounts bear the imprint of the original research which went 
mplete into the entire work. For example, the author makes a contribution to the 
, Some question debated by Heckscher and Viner as to the relative importance 
ed ip and compatibility of “wealth” and “power” as goals of mercantilism and 
ca { laissez-faire, Heckscher’s conclusion was that the mercantilists stressed 
flue: 


power more than wealth while in the later period the two objectives changed 
places and were sometimes seen as conflicting ends. Viner took the stand 
iat there was no substantial difference between the two periods on these 
atters. In both periods both were ultimate and harmonious goals. The 
Writer of this book appears to accept Viner’s view in regard to the relative 
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importance of the two goals in each period, but in respect to the question 
of conflict between the two aims he finds that “during the post-mercantiliy 
period there was an increasing tendency to assume that power was largely 
attained at the expense of wealth.” He clarifies the discussion by pointing 
out that the mercantilist and the liberal conceptions of “wealth” wer 
undoubtedly different. To the mercantilist wealth meant riches for the 
ruling class, while to the liberal the concept was one of general welfare in , 
consumer-orientated economy. Is it not perhaps also true that in the earlier 
period “power” had an aggressive connotation whereas in the Jaissez-fair, 
philosophy its connotation was defensive? 

Mr. Knorr’s study shows how faithfully the main principles of mercan. 
tilism—as depicted in the works of Viner, Heckscher, and others—were fr. 
flected in colonial theories. His exhaustive overhauling of the original sources 
also furnishes for the first time completely adequate support for the main 
conclusions of other existing discussions of colonial theories with which, in 
the main, this writer concurs. At particular points he takes issue with such 
accounts and is able to make a convincing settlement of the questions 
involved. As regards the laissez-faire period, his work is an outstanding con- 
tribution in a field in which little of a comprehensive nature has been available 
hitherto. 

The author has set himself at every point the task of weighing carefully 
and ranking the various strands of thought according to their importance 
in influencing the main current of ideas and prevailing policies. He also 
attempts to distinguish between genuine arguments, rationalizations, and the 
whitewashing of special interests by appeal to accepted symbols and shibbo- 
leths such as the glory of God and of King. 

Before the Civil War, colonies were valued primarily as secure sources 
of raw materials, as markets, and as outlets for excess population. The sin- 
cerity of the urge to christianize the natives is questioned though reference 
to such considerations is conspicuous in the literature. The full flowering 
of mercantilism brought changes of emphasis: complementary and regulated 
colonial trade for the purpose of contribution to a favorable balance of pay- 
ments became the preéminent doctrine. Emigration came to be considered 
a “necessary or unnecessary evil” reducing one of England’s sources of wealth, 
namely, the employable population. With the publication of the Wealth o/ 
Nations and the American War of Independence there occurred, of course, 
a revolutionary change of opinion which gradually widened its influence and, 
uniting with the practical interests of the rising manufacturing class, resulted 
in the collapse of the old imperial commercial policy. The leaders of the liberal 
movement, in addition to pointing out the uneconomic nature of trade re 
strictions, stressed the costs of empire and saw colonial systems as breeders 
of international friction and war. In the strictly economic sphere there were 
interesting discussions involving the wage-fund theory, according to which 
the flow of capital to colonies reduced the domestic employment fund. 
Opponents of this view (Wakefield, Torrens, Buller) argued that, on the 
contrary, Britain suffered from a superabundance of capital, a condition 
which, according to Mr. Knorr, the Ricardian economists thought to be 
impossible. 
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The nineteenth century witnessed, in addition to the rise of economic 
\iberalism and its associated ideas, other interesting developments of thought. 
Mr. Knorr describes the recrudescence, in much more sophisticated form, 
of arguments in favor of migration, by both advocates and opponents of 
empire, which were engendered by the writings of Malthus and the first British 
censuses. In this connection the important distinction between overseas set- 
tlement and colonial dominion was brought out. 

The usefulness of this book might have been increased by the addition 
of a bibliography. In addition, some readers may agree with this reviewer 
in wishing for a more explicit and systematic appraisal of some of the 
theories, at least in regard to their internal consistency if not (since the book 
is already of substantial length) in terms of the conditions of the period. 
As it is, the author’s opinions of many of the views he discusses lose precision 
because they are usually conveyed only by implication, through the general 
tone and choice of language. 

This study should have significance not only to students of history and 
economics but also to those interested in current discussions of colonial 
problems, specially in relation to international peace and the economic 
causes of war. As a means of acquiring perspective on such questions, Mr. 
Knorr’s thoroughgoing survey of how men have attempted to deal with 
these problems through three centuries of essentially modern history should 
be very valuable. 

MarIon R. DAUGHERTY 

Washington, D.C. 


History of Rubber Regulation, 1934-1943. Edited by Str ANDREW McFap- 
yEAN. (New York: Norton, for the International Rubber Regulation 
Committee. 1944, Pp. 239. $3.25.) 


Tea Under International Regulation. By V. D. Wicxizer. (Stanford Uni- 
versity, Calif.: Food Research Inst. 1944. Pp. vi, 198. $2.50.) 


Report on Cocoa Control in West Africa, 1939-1943, and Statement on Future 
Policy. ({ London: ] British Colonial Office. Cmd. 6554. 1944. 3d.) 


Sir Andrew McFadyean has been a member of the International Rubber 
Regulation Committee and his history of rubber regulation is a brief for that 
essentially Anglo-Dutch committee. The book does not conceal the commit- 
tee’s failure to keep the price of rubber steady, nor their failure to eliminate 
inefficient producers, nor their reduction of rubber stocks to a dangerously 
low point after the war began; but the author claims that the committee’s 
decisions were always reasonable and almost always wise, and that “it can at 
least be affirmed that neither effort, nor goodwill, nor essential honesty, . 
was ever lacking.” 

It is a disturbing book. It tends to establish the point that no matter how 
well-intentioned and well-informed the manipulators may be, prices of in- 
dustrial staples cannot be kept reasonably stable by controlling supply and 
trying to outguess changes of demand and of speculative dealings. It im- 
presses the reviewer with the improbability that we shall be able to codper- 
ate with the English, Dutch, etc., with whom we have to codperate—those 
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responsible business leaders and civil servants who can undeviatingly pursye 
self-interest or local interest (to some extent enlightened long-run interest) 
while complacently believing that they are giving full satisfaction to public 
interest. The New Feudalism, government of the producers, by the producers 
and for the producers, is upon us; and our economic techniques and oy; 
political machinery for safeguarding the rights and interests of the consumer; 
are perhaps not more developed than were the instrumentalities for controlling 
the robber barons in the thirteenth century. 

There are some who are planning a Magna Carta of the Consumer. , 
charter which they hope will convert the New Feudalism into a beneficent 
institution. Their codperation tends to hasten the advent of the New Feudal. 
ism, but it remains doubtful whether this generation will see their proposed 
restrictions embodied in any charter enforced internationally, as it must be 
enforced to operate effectively in this field. On the other hand, history seems 
to record that for many generations the principles of Magna Carta in fact 
operated in favor of the barons against the King but had no effective appii- 
cation in favor of the people against the feudal barons. 


Dr. Wickizer has followed his book on the world’s coffee economy’ by an 
equally competent study of the tea industry. He brings out the individuality 
of the product and the advantages which it presents to those controlling it. 
The demand is steady and the supply is naturally steady, and it can be 
further adjusted by fine or coarse plucking. On the other hand, tea cannot be 
stored for extended periods, and it takes years to develop new plantations, 
so that there are likely to be periodic oversupplies. Perhaps in higher degree 
than in other crops, tea is divided into many kinds and grades, but the tea- 
control dating from 1933 ignores these differences. Different districts produce 
different teas but the grades at least may change or be changed over a period 
of years, and perhaps there are greater elements of doubt in a time series of 
price comparisons than the author admits. 

The tea-control has been relatively successful in maintaining steadiness o! 
price and the price has not become exorbitant. It has been, compared to 
others, a successful control, and, under the present committee, a relativel) 
“good monopoly”; possibly, as the author suggests, in part because the British 
are the chief consumers as well as the leading producers. But it has main- 
tained the inefficient producers in business, and Dr. Wickizer is perhaps not 
sufficiently critical of it, notably in regard to the reverse dumping practiced 
by the Indian branch of the industry. Beginning in 1933 tea was sold in 
Calcutta for consumption in India at about half the price at which it was 
sold for export. This domestic price in 1933 averaged below the average 
price of the distressful year 1932, but the price for domestic use has continued 
downward to below 5d., while the export price for 1940 had risen above 154. 
a pound. Nor is the author critical of the tea propaganda, charging to the 
consumers up to £500,000 annuall: to induce new consumers to develop the 
habit. 


*See the American Economic Review, Vol. XXXIV, No. 2, (June, 1944), pp. 403-08. 
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The command paper on cocoa discusses the difficulties, losses, and profits 
of the monopoly control of West African cocoa through four seasons (net 
profits, £3,676,000). It announces the intent to continue such controls after 
the war and the readiness of the British government to codperate in control 
of the marketing of the world’s cocoa. Incidentally it brings out, as do other 
discussions in this field, how local and imperial civil servants almost inevitably 
take the side of the colonial producer rather than of the consumer outside. 
Cocoa well illustrates this general point, for the public finances of the Gold 
Coast and its social and economic programs are unusually dependent upon 
the success of the cocoa producers in getting good prices for their product. 

Also incidentally, the report discloses that the control committee regularly 
sold cocoa in New York at higher prices than in the United Kingdom. No 
defense is made except that they found ruling prices higher in New York to 
start with. For the last year under review the control, however, adopted a 
formula which narrowed the gap between these prices (and which if con- 
tinued will eventually close the gap), not in order to do justice to American 
consumers but to give the producers the benefit of increased prices in the 
United Kingdom. 

At the present stage of the New Feudalism the organized and dominant 
producers are aided by their governments and scarcely opposed by the im- 
mediate consumers, the manufacturers or processors. The ultimate consumers 
have little political power and so far have been saved from ruthless exploita- 
tion only by temporary, partial and accidental safeguards which cannot be 
discussed here but which are likely to disappear as the New Feudalism be- 
comes better developed, for example, as it progressively enlists the power of 
the state to compel all producers to adhere to the restrictive programs. 

BENJAMIN B. WALLACE 

Washington, D.C. 


Public Control of Business; Public Administration; 
National Defense and War 


Cartels: Challenge to a Free World. By WENDELL BERGE. (Washington: 
Public Affairs Press. 1944. Pp. vi, 266. $3.25.) 


Cartels is a fighting book on a fighting subject, and its appearance at this 
time, just as the fight is getting nicely under way, is particularly opportune. 
lhe author, Assistant Attorney General in charge of the Antitrust Division 
of the Department of Justice, brings to the fray some 250 pages of persuasive 
evidence (and exhortation) drawn from the cartel experiences of a dozen 
it so war industries, so presented and so selected as to exhibit cartel organiza- 
tions not alone as enemies of the economic order, but as instruments of nazi 
penetration and as subversive of democratic political institutions. Mr. Berge 
writes as a prosecutor; he states his convictions (sound convictions, by the way) 
and supports them. His thrusts are vigorous, not to say impassioned. They are 
solidly based, however, and well documented; and while the author has made 
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full use of his very revealing materials he has been careful to direct his 
assault solely against the institution of cartels, and not to dissipate jt; 
strength by attacks on either persons or motives. 

There is a real need for this kind of ammunition. Students of carte] prob- 
lems have done, over the years, a rather exhaustive job of examining the 
nature and effects of cartel operations both under identifiable existing cop. 
ditions and under all kinds and combinations of hypothetical condition; 
assumed for purposes of scientific analysis, For the most part they have 
concluded that cartels are uneconomic: most cartels under most circumstances 
tend definitely to promote the underutilization and the maldirection of eco. 
nomic resources. In the meantime, however, international cartels have flour. 
ished increasingly and with unabated strength up to (and even this far into) 
World War II. Indeed, it appears that their extraordinary ability to protect 
the business interests of all of their members during periods of international 
conflict, and quite irrespective of the national affiliations of the members, is a 
prime reason for the formation of cartels. 

It is probably the case that the American public has been so acquiescent 
in its attitude toward international cartels, despite the opposition which it has 
traditionally displayed to restraints of trade in domestic commerce, because 
of the “feeling” that “when you deal with foreigners, whatever is good for 
the industry is good for the country.” A stiffening of the American position 
is not likely to be effected in the near future by further economic analysis, 
however refined and however embellished by tales of consumer interests sacri- 
ficed to the greed of monopolists. But cartels as “tools of Naziism” and as 
devices of “invisible government” are quite another matter, and it may well 
be that the reinforcements which Mr. Berge brings forward in Cartels are 
exactly the kind which, if augmented and adroitly employed, will turn the 
tide of battle. 

To be sure, many readers will believe that the tie-up between cartels and 
the rise of nazi military, political and economic power was fortuitous rather 
than necessary; that the nazi government relied no more upon cartels than 
upon other available (and wholly respectable) agencies and institutions, and 
that American members of cartels were neither more naive nor powerless in 
their dealings with their Axis associates than was the American government 
generally in its foreign relations during the same period. But in this rough 
and tumble field of controversy readers will not find their scholarly sensibilities 
too greatly offended by arguments which bear just a slight theatrical tinge, 
and they are quite likely to conclude that since cartels decided deliberately 
to play a dangerous game during the past decade they can not now be heard 
to protest that they are not fully responsible for the results which have 
actually accrued. And there can be no legitimate escape from the proposition, 
well documented by Mr. Berge, that cartels have the power—and in con- 
spicuous instances have not hesitated to exploit the power—so to conduct their 
arrangements and affairs through private treaties as seriously to impair the 
operations of the national governments of their members during periods 0! 
grave national peril. 

In determining a definitive national policy toward international cartels— 
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a task which faces the United States in the months just ahead—the greatest 
difficulty to be overcome is our lack of positive confidence in the policies which 
we have traditionally embraced. Our decisions should, of course, be reached in 
the light of the considered attitudes of other trading nations. But unfortunately 
there is sentiment abroad in the land which suggests that if the policy toward 
which the United States inclines is in conflict with that favored by Great 
Britain, Russia et al., “realism” requires that the United States should sur- 
render its position. This view, on which Mr. Berge does not directly train his 
guns, has been advanced most notably in recent months by Mr. Milo Perkins 
(Harpers Magazine, November, 1944, pp. 570-578). It is particularly difficult 
to combat because it admits, openly or by implication, most of the substantive 
arguments against cartels, but insists none the less that European business 
men have decided that trade henceforth is to proceed under cartel organization 
and that, in a world of cartels, opposition by the United States is fantastic and 
schoolboyish. As a matter of tactics, the argument seems to run, it may be 
advisable for us to present an apparent advocacy of enforced competition in 
international trade, but at the first show of strength by the supporters of 
cartels (who, be it understood, mean to have cartels) we should retire to a 
prepared line of defense and, thereafter, negotiate for the organization of 
world trade on the basis of supervised monopolies. Even the world’s strongest 
commercial power must be “sensible’’! 

The best way to meet this counsel is to override it by positive action. The 
case against cartels on grounds of public policy is overwhelming; only under 
the rarest of circumstances can cartellization be justified, and then only under 
strict governmental agreement. It is time now for the United States to reaffirm 
its conviction that international trade must be made free from privately 
conceived and privately manipulated restraints, to seek to bring other nations 
to the same conviction, and then, with or without the codperation of other 
nations, to act on the conviction. World trade can be freed from cartels by 
competition, and if the assent of other nations to a program of competition 
can not be obtained, we can still have competition by competing. The United 
States can take the lead in such a fight, and it can go a long way toward 
winning it single handed. Wendell Berge rather than Milo Perkins has set the 
proper sights for the trade policy of this nation. “We believe in competition 
and we are ready to compete,” he writes. As a clear call to action he needed 
only to add: “and we mean to compete!” 

BEN W. Lewis 


Oberlin College 


Electrical Technology and the Public Interest. By FRANK J. KottKe. (Wash- 
ington: Am. Counc. on Public Affairs. 1944. Pp. 199. $3.00; paper, 
$2.50.) 

The controversy about the functioning of the patent system which has 
flourished in the United States since the opening sessions of the Temporary 
National Economic Committee has produced a series of lurid stories about 
the use of patents by particular companies in particular instances and a con- 
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siderable but scattered discussion of proposals for patent reform. In the 
nation’s law journals it has evoked several thoughtful articles about the shape 
of the frontier between patent and antitrust laws. However, neither economic 
researcl nor economic analysis has yet been appreciably influenced by this 
ferment. 

Mr. Kottke’s book is the only recent attempt to survey the interrelation. 
ships among patents, research, technological development, and business ac. 
tivity throughout a whole industry. He has examined the practices not only 
of the General Electric Company, AT&T, RCA, Westinghouse, Allis-Chalmer; 
and Philco but also of more than forty smaller concerns. His primary source 
has been interviews with executives responsible for development work in these 
companies, but information thus obtained has been checked and supplemented 
by the documentary material available in government investigations, books, 
and trade journals. Testimony presented to the Kilgore Committee has been 
ignored, apparently because it appeared too late to be used; with this excep. 
tion and that of one or two very recent antitrust prosecutions Mr. Kottke 
appears to have covered the available material. 

The focus of Mr. Kottke’s attention has been the relationship between 
patents and technological progress based upon industrial research. He ex- 
amines the contention that patents help to improve technology by forcing 
enterprises to compete in development work, by encouraging the introduction 
of new products where commercial success is dubious, by providing an incen- 
tive for inventors who do not contemplate undertaking manufacture, and by 
bringing about the disclosure of inventions once made; and the opposing 
contentions that patents involve risks of expensive litigation which destroy the 
small concern’s incentive to invent and disclose, that they have not succeeded 
in bringing about the disclosure of technological “know how,” that they per- 
mit and even foster the suppression of new technology, particularly of alterna- 
tive processes, that they prevent the fullest possible use of new discoveries, 
and that by suppressing competition they retard technological change. 

The complexity of the patent problem emerges clearly in Mr. Kottke’s 
analysis. On the one hand, he finds that “the leading concerns have more to 
gain and less to lose by a repeal of the patent law than have smaller competi- 
tors.” On the other hand, he concludes that the patent law accentuates a 
tendency, inherent in technological change, “to bring the larger firms together 
and to favor their growth at the expense of the smaller companies.” He finds 
that in the electrical apparatus industries there is a high correlation between 
the presence of effective competition and the rapidity with which changes have 
been made that require replacement of substantial amounts of capital equip- 
ment. However, he finds that where competition has been most vigorous, 
technological progress has usually been comparatively small. Radical changes 
in technology he concludes have been advantageous to established companies 
and to small concerns. 

In discussing recent recommendations for compulsory licensing of patents, 
Mr. Kottke is uncertain how frequently electrical manufacturers would thereby 
be prevented from suppressing patents. He thinks there might be some reduc: 
tion of research incentives in large concerns in so far as these enterprises 
undertake research to fence in their rivals, but believes that for the smaller 
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concerns, the principal difficulty would be an increase of the rigor of com- 
petition which might impair their ability to finance research activities. He 
questions whether electrical patents have prevented the appearance of new 
manufacturers except in the case of incandescent and fluorescent lamps. 
He expresses concern over the difficulty of determining royalties under a 
compulsory licensing system, particularly because “a single schedule of 
royalties would prevent the exploitation of the technology in many limited 
but useful ways which now are profitable because the patentee is content with 
a smaller royalty.” Mr. Kottke gives vigorous endorsement to the Temporary 
National Economic Committee’s recommendation that patent licenses and as- 
signments be registered with the government. 

This book is a substantial and discriminating contribution to an under- 
standing of the American patent system. It is to be hoped that Mr. Kottke 
will proceed with the project, foreshadowed in his Preface, for similar studies 
of other great industries in which technological change has been most con- 
spicuous. 

Corwin D. Epwarps 

Northwestern University 


The Economics of Demobilization. By E. Jay HoweEnstTINgE, Jr. Introduction 
by Atvin H. HANSEN. (Washington: Public Affairs Press. 1944. Pp. 336. 
$3.75; paper, $3.25.) 

During the First World War no systematic preparations for post-war 
transition were made or considered necessary. During the Second World War 
this country is almost leaning over backward in its endeavor to be ready for 
reconversion as soon as the last shot has been fired. It is this difference, with 
all the lessons to be drawn from past experiences for present-day issues, which 
is the subject of Dr. Howenstine’s able study. 

The organization of this book is rather unusual. It consists of three parts 
of which Part I is concerned with coming transition problems at the end of 
World War II. Part II, which deals with economic transition after World 
War I, fills 224 pages or the bulk of the book. Part III, the Conclusions, 
again devotes two-thirds of its space to experiences from World War I, but 
the final chapter returns to a very brief discussion of transitional problems 
today. This arrangement may have somewhat confusing effects, especially 
for college use for which the book is otherwise very well suited. There is also 
a marked difference in presentation between those parts dealing with World 
War I and those discussing World War II. The former are far better docu- 
mented and more specific than the latter, a fact which cannot be fully ex- 
plained by the difference in materials available. 

This is not meant, however, to minimize the merits of the book, which are 
very considerable. It is superior in two respects to most of the other publi- 
cations in the field, not excluding studies made by the Bureau of Labor 
Statistics and the National Resources Planning Board: first, it attempts with 
good success to discuss economic demobilization in the light of broader issues 
of economic philosophy, a fact which justifies in large degree the ambitious 
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title of the book; and secondly, it does not confine itself to a strictly his. 
torical approach but compares ably the economic situation in 1918 with that 
which is expected to exist at the end of the present war. Moreover, it is wel] 
written and will greatly interest even those readers who are already familiar 
with the subject. 

The author’s judgment about the policy pursued in this country at the end 
of World War I, while far from flattering, is fair and sound. His indictment 
of both Congress and the leading business groups is severe and President 
Wilson also receives a great deal of blame for the failure of the United States 
to avoid a post-war depression of serious proportions. “If Congress and the 
President had not failed in their duty to the American people, there is little 
reason to believe that a depression would have taken place so soon after the 
war” (p. 299). Moreover, there was a constant contradiction among the 
philosophies and policies of the various government agencies, for instance 
between the Buy Now philosophy of the Council of National Defense and 
the Work and Save policy of the Treasury. The author presents a great deal 
of detailed evidence for these assertions in such fields as employment policy, 
the public works program, contract cancellations, the course of prices, surplus 
disposal, Treasury and Federal Reserve bank policies and the financing of 
European reconstruction. 

Not content with outlining the mistakes made, the author proceeds to 
an analysis of the underlying economic philosophy which caused them. The 
results of this analysis are presented in three brilliant chapters on The 
“Hands-Off” Policy, The Mythology of Natural Forces and The Controlled 
Market, which are of an even broader interest than the rest of the book, al- 
though they will give little comfort to conservative interpreters of the inter- 
war period. The author points out that “the belief in the efficacy of the 
natural operation of the forces of supply and demand was one of the major 
elements in the social climate of the postwar period” (p. 188). The theory 
of laissez-faire, based on the idea of natural rights, had fitted exactly the 
needs of the rising system of capitalism, but the early development of busi- 
ness controls had undermined the effectiveness of the price mechanism. How- 
ever, “the country as a whole, though by no means united in its thinking 
about demobilization and reconstruction, still had implicit faith in the busi- 
ness man’s judgment in the economic realm” (p. 191). So had President 
Wilson, though the author possibly overstates the President’s devotion to the 
laissez-faire idea in a strict sense. The business community, according to the 
author, actually hoped to substitute for the natural forces their own power 
in a market controlled not by the state but by themselves under a mild 
federal supervision and without the fetters of an antitrust legislation. “Busi- 
ness men failed to see that their own codperative controls upset the economic 
system just as much as those of government or labor’ (p. 207). 

In the author’s view this cleavage between policy and ideology explains 
largely the actual course of economic demobilization, especially “the constant 
vacillation between action and inaction . . . with all the disadvantages of 
halfway measures in both directions” (p. 312). He shows aptly in various 
specific fields, such as cost-of-living policy, that initial reliance upon natural 
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forces was followed by improvised emergency measures when the supposed 
automatism of readjustment failed to materialize or to produce the desired 
social effects. However, his advocacy of higher rediscount rates after 1918 
will be subject to serious doubt in the light of more recent devices of credit 
policy, especially those of a qualitative character. 

Compared with his brilliant presentation of transitional pitfalls after 
World War I, the author’s discussion of present-day problems, while useful 
and generally sound, has much less to offer and is in part based on secondary 
sources. His general economic philosophy is of the “compensatory” variety 
and is somewhat eclectic in its details. Applying this general philosophy to 
the coming post-war transition, he strongly believes that an immediate with- 
drawal of government from the economic field would be followed by another 
“period of planless demobilization with its inevitable consequences of inflation 
and unemployment” (p. 30). The line-up and discussion of economic tasks 
ahead, such as demobilization of manpower, cancellation of war contracts, 
reforms in taxation, etc., will offer few new viewpoints to the expert but will 
provide a sound basis for post-war studies among college, business and labor 
groups. 

Gunnell speaking, the book is a valuable contribution to the growing 
literature about transitional readjustment. The author writes in a forward- 
looking spirit and is sincerely anxious to help prevent a repetition of mistakes 
made after the last war; a repetition which might have much more serious 
consequences in view of the greater magnitude of the task ahead. In this 
endeavor he may find some encouragement from the progress made in post- 
war preparations since the completion of the book. 

ALBERT LAUTERBACH 

Sarah Lawrence College 


Transportation; Communication; Public Utilities 


Road and Rail: An Enquiry into the Economics of Competition and State 
Control. By GILBERT WALKER. (London: Allen and Unwin. 1942. Pp. 
236.) 

Road and Rail Transport in Nova Scotia. By GrtBErt WALKER. Reports of 
the Nova Scotia Economic Council, Vol. VI, no. 48. (Halifax: King’s 
Printer. 1942. Pp. 96.) 


Road and Rail is a study in the economics of competition and state control 
in the field of transportation. It deals with competition between carriers by 
road and by rail in Great Britain during the period between the two wars. 

In Great Britain the railway is the largest carrier of traffic, and road trans- 
port comes second. Since the railway enjoys practically a monopoly of the 
carriage of minerals and heavy freight, competition between road and rail is 
essentially competition for the transport of “general merchandise,” traffic 
in small lots hauled short distances. The manner in which this competition 
works out forms the principal theme of the book. 
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In two introductory chapters the author explains how railway rates and 
road charges are determined, and points out the different principles that 
govern. 

The basis of the system of railway rates is the “General Railway Classifica. 
tion of Goods by Merchandise Trains.” The factors upon which the classifica. 
tion is based (prescribed by an act of Parliament) include value of the goods, 
bulk in relation to weight, risk of damage, and cost of hauling, but much the 
most important is value. Railway rates are also fixed by law, subject to 
periodical review by the Railway Rates Tribunal. They are supposed to be 
fixed at a level that will permit the several companies under efficient and 
economical operation to cover their gross costs and also to earn an annual 
net revenue designated as the standard revenue. 

Road charges are made on quite different principles. They are not fixed 
by law; indeed, they do not even need to be published. There is no legislative 
requirement that they cover costs plus a standard revenue. As a rule the 
basis upon which the road haulier fixes his rate is cost to him plus such 
profit as he can obtain in a highly competitive market. There is no classifica- 
tion as in the case of the railway. The road haulier bases his rates principally 
on bulk in relation to weight, and not at all on the value of the goods. 

From these differences follow important consequences. Since railway rates 
are based on the value of goods as well as on the cost of carriage, and road 
charges are based on cost but not on value, railway rates are higher than road 
charges for the valuable goods and lower than road charges for the cheaper. 
Road transport thus takes the high-class traffic, and the railway is left with 
the low-class traffic. 

There is another important consideration that governs the distribution of 
traffic between road and rail. The schedule of standard charges by rail is a 
mileage scale. Though the rate per ton-mile declines as the distance increases, 
the standard rate is the same for all hauls of the same length. But the cost 
of operation is lower on the routes of dense traffic, and higher on the routes 
of light traffic. The road haulier profits from this situation by concentrating 
on the routes of dense traffic, leaving to the railway those of light traffic. 

As the result of road competition the railways have lost much traffic, but 
they have not materially reduced their rates. They have believed that they 
would realize more net revenue by charging fairly high rates on the traffic 
that can be held even at high rates than could be realized were they to er- 
deavor to recover the lost traffic by low rates, especially since the prohibition 
of undue preference would compel them to apply generally such reductions 
as they might make for the purpose of recovering traffic. 

Is the competition of road hauliers unfair? No, the author asserts, because 
the road hauliers use a public highway, for the long-distance hauliers are 
paying in taxes their “fair” share of highway costs. The unfairness lies in the 
fact that the railways are required by law to charge rates that cause the more 
valuable goods and the dense traffic (carried at low cost) to move by road 
rather than by rail. 

There are, in fact, two prices for the transport of a particular shipment: 
the higher railway rate and the lower road charge. Moreover, under preset! 
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levislation this discrimination bids fair to continue, because the expansion 
of road transport is unwisely restricted by a statutory licensing system. 

If licenses are more freely granted to road hauliers, as the author recom- 
mends, Will the railways then be able to meet their competition? The author 
believes they will, because as large transport undertakings they can give better 
service at lower cost. But to meet the more vigorous competition they must 
be freed of the burdensome legislative regulations with regard to classifica- 
tion, standard charges, etc. Some public control will still be needed, but the 
obiective should be to reproduce as closely as possible the conditions of a 
perfect market; to coérdinate road and rail within a competitive framework. 
In a concluding chapter the author offers suggestions as to how this result 


objections to monopoly he believes every effort should be made to attain co- 
jrdination without abandoning competition. 


Road and Rail Transport in Nova Scotia is a monograph embodying the 
results of an investigation into road and rail competition in the Province of 
Nova Scotia. 

The conclusions of the author may be briefly summarized. The railways of 
Nova Scotia have not been prosperous. The primary cause is not road compe- 
tition, but the thinness of the traffic. Trucks play an important part in 
transportation, and will probably play an increasingly important part. The 
railways are essential, however, because the highways are closed to all but 
light traffic during part of the year. The frost penetrates deep, and when the 
thaw sets in the highways are unable to support loads in excess ef 6,000 
pounds. The competition between the railway and the truck is principally 
for less-than-carload traffic. On this traffic shippers prefer the truck, because 
the service is better and the charges are lower. 

The railways of Nova Scotia assert that highway competition is unfair, 
because the taxes imposed on trucks are less than the cost of providing a 
suitable highway. The author analyzes this argument at considerable length, 
and finds it without merit. Most of the outlay on the highways is an overhead 
charge, which can not fairly be debited against the several classes using the 
highways as a “cost.” The only part of the outlay that can properly by charged 
against a given class of commercial users as a “cost” is the direct cost—the 
additional cost resulting from adapting the highway to the special require- 
ments of that class. This direct cost is low in the case of highways for trucks 
because truckers, unlike the railroads, share with many others a road that 
has already been built (or that is going to be built). And the taxes paid by 
truckers in Nova Scotia more than cover the “direct cost” of providing high- 
ways suitable for trucks. 

Even though the direct cost of highways for trucks be low, it does not 
follow that the amount of taxes to be collected should be small. How much 
should be collected is a matter of policy. In Nova Scotia, so the author be- 
lieves, transport policy should have two objectives: first, prevent truck traffic 
irom becoming so large as to render the existing highways inadequate; and, 
second, prevent railway losses from being increased through diversion of 
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traffic to the truck merely because the truck rate is lower. These objectives 
can best be attained by raising taxes on the trucks that compete with the 
railways so as to bring truck rates up to the level of first- and second-class 
railway rates, the guiding principle being that the railway rate should be 
restored as the minimum transport charge in the province. 

Both works are based on personal investigation in the field. They are 
interesting and thoughtful; and are commended to serious students of trans. 
portation problems. 

Jongs 


Stanford University 


The Railroads and Public Welfare. By Emory R. JoHNSON. (New York: 
Simmons-Boardman. 1944. Pp. iv, 336. $3.00.) 

In this volume Professor Johnson reviews the transportation problem as it 
developed in the period between the two World Wars. The discussion js 
centered about the railroads and the difficulties which they encountered. The 
unsatisfactory financial showing of the railroads during the period is found 
to have been the result of the depression of the thirties and of the rise of 
competing forms of transportation. Although the war has obscured these 
difficulties they will reappear after the war. 

Railroad labor and government policy toward railroad labor come in for 
considerable discussion. Railroad labor is urged to be more codperative and to 
recognize that it has an interest in the financial success of the railroad in- 
dustry; “featherbed” rules are condemned; federal incorporation of labor 
organizations is advocated. It is recommended that labor organizations be 
made legally responsible; that railroad strikes be prohibited; that arbitration 
of disputes not settled through negotiation be made compulsory, and that the 
decision of the arbitration board be made legally binding. 

It is recognized that the financial reorganization of railroads which failed 
during the depression is necessary and that the reorganizations should be 
thorough enough to give reasonable assurance of successful operation of the 
companies in the future. Railroads which have not had to reorganize are 
urged to use wartime earnings to reduce their indebtedness and to build up 
reserves. 

In the field of rate policy Professor Johnson is favorably disposed toward 
the establishment of a single freight classification for use throughout the 
country. He suggests that nearly all articles now rated in the first three or 
four classes be placed in a single class and charged rates corresponding to 
third or fourth class rates. This would enable the railroads to carry much 
high-grade traffic that has been diverted to motor vehicles. Professor Johnson 
advocates closer adherence to cost of service in rate making as a means oi 
distributing traffic between competing forms of transport according to their 
relative economy and fitness. The need for adequate revenues for the railroads 
is emphasized, and a rate policy is recommended which would permit more 
generous earnings in periods of business prosperity to offset inadequate 
earnings in periods of depression. In this connection he advocates a limitation 
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upon the rate of dividends in good years, and also control of the investment 
of surplus earnings. 

Professor Johnson recognizes that a more economical organization of the 
railroad industry is possible. “There is no doubt that the present costs of 
railroad transportation are increased by the failure of the railroads to make 
more joint use of terminal and other facilities, to lessen the unnecessary 
duplication of facilities, and to minimize circuitous routing of traffic.” The 
failure of the Federal Codrdinator to accomplish much along this line is noted, 
but no way of attaining these desired ends is found. The consolidation of 
railroads into a smaller number of systems is considered desirable. Consolida- 
tion on a voluntary basis is favored, but it is recommended that railroads 
be empowered to exercise the right of eminent domain to acquire other roads 
which the Commission has decided should be included in a proposed con- 
solidation. It is recognized that compulsory consolidation of railroads may 
ultimately be necessary. If this is done, Professor Johnson believes that the 
grouping should be around the larger and stronger systems now existing, 
instead of through the creation of regional monopolies. 

Codrdination of the various modes of transport is continually stressed. The 
term “codrdination” is used both in the sense of codrdinated service, or joint 
services involving two or more modes of transport, as well as in the broader 
sense of confining each mode of transport to the sphere within which it can 
render better or cheaper service than others. Although Professor Johnson 
advocates less competition and more codperation between the different modes 
of transport he hastens to add that interagency competition is desirable. What 
he apparently means is that such competition should be kept within reasonable 
bounds. Liberalization of the policy toward railroad participation in other 
forms of transport is favored. 

It is repeatedly urged that all forms of transportation be put upon a user 
basis; that is, that charges should be made, in one form or another, for the 
use of publicly provided transportation facilities. Tolls for the use of govern- 
ment-improved waterways are accordingly recommended. Professor Johnson 
is unwilling to accept the finding of the Federal Codrdinator that motor trans- 
port has paid its fair share of annual highway costs in recent years. This 
conclusion is reached as a result of deciding that a somewhat larger share 
of annual highway costs should be assigned to motor-vehicle operators than 
seemed appropriate to the Federal Codrdinator’s staff. 

Professor Johnson recommends that new waterway projects should be 
required to pass the test of public convenience and necessity in the same 
manner as new railroads. Power to determine whether a project is justified 
or not would be vested in the Interstate Commerce Commission or some 
other impartial government agency. 

Probably any student of transportation will find himself in agreement 
with many of Professor Johnson’s conclusions, recommendations, and judg- 
ments, but skeptical of others, and in disagreement with still others. The book 
's an expression of Professor Johnson’s convictions on these matters, rather 
than a full analysis of the problems considered. On some matters factual 
material to support the conclusions is inadequate or lacking; on others a 
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fuller discussion and more closely reasoned analysis is needed to carry the 
reader along, or to help him in reaching an independent conclusion. 
D. 


University of Illinois 


Agriculture; Forestry; Fisheries 


The Food Front in World War I. By Maxey Rosson Dickson. (Washing. 
ton: Am. Counc. on Public Affairs. 1944. Pp. 194. $3.25; paper, $2.50.) 


This book is the result of a study of the materials collected in the National 
Archives on the food program of the last war as conducted by Mr. Hoover's 
Food Administration. It begins with a reporting of President Wilson’s four. 
month struggle with Congress before the bill creating the Food Administration 
became a law on August 10, 1917, and carries through to the period after 
the Armistice when Mr. Hoover was also Director General of the American 
Relief Administration, and to the termination of the Food Administration late 
in 1918, and final plaudits for a job well done. 

The only chapters in which most economists will be particularly interested 
are the first, which describes the setting up of the program, and the last 
five, which deal, all too briefly, with the methods of control and the accom. 
plishments. Most of the book is taken up with the propaganda directed toward 
the conservation of food and the need for it. There are separate chapters on 
the use of the press, the pulpit, the rostrum, the schools and the movies, and 
on appeals to fatmers, the housewives, the Negroes, foreign groups, the 
manufacturers, the distributors, and the advertisers. The chapter on “The 
Man with the Hoe” that one would have expected to deal with agriculture’s 
part in the food program, turns out to be a very uncritical chapter on propa- 
ganda in the farm journals. 

The great emphasis in this book on the propaganda work of the Food 
Administration reflects, of course, the emphasis which it received in the food 
program itself. Mr. Hoover set out to win the war on the food front as far 
as possible by making the people of this country want to do the necessary 
things. But the method of study was a further reason for the emphasis on 
propaganda. All the propaganda efforts left their written records, which of 
course found their way into the Archives. Records of the operations of the 
various regulatory devices found their way into the Archives only sketchily, 
if one may judge by this book. 

The emphasis in the study is also much greater on the consumption of 
food than on its production. This is what one would expect in a study based 
on the Food Administration records only, since the task of getting the food 
produced was assigned to the U. S. Department of Agriculture and its affiliated 
branches in the states and counties. Nevertheless, a book purporting to deal 
with “the food front” in the last war should cover the activities of all agencies 
in proportion to their importance. Apparently the Archives are not very 
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the complete on the work of the agencies concerned with food production in 
1917-19. 

It is important to recognize, however, that conservation of food played a 
larger role in the food program of the last war than of this. And this was 
not mainly by design of any administrator. The United States entered the 
last war in a year when the wheat crop was unusually short, because of serious 
crop failure. It was too late to start another crop that year. The only thing 
to do was to make the existing supply go as far as it would. The potato crop 
was also short in the spring of 1917. The 1917 corn acreage was large, but 


ing: only 60 per cent of the crop was merchantable, compared with 85 per cent 
30.) as normal. The 1918 and 1919 wheat acreages increased, but at the expense 
onal of corn. Wheat was short right up to the end of the war and even for a while 
ver’s afterwards. Hogs and cattle were slaughtered faster than they were produced 
our- in 1917, so that meat needed conserving as well as wheat. Hog numbers in- 
tion creased only from 67 to 70 million head from 1916 to 1918. The sugar situa- 
after tion became extremely tight in 1918. Much of all this is in decided contrast 
ican with the experience in this war. 
late Neither was the use of persuasion rather than coercion so much by design 
as indicated in this book. The four-month battle over the enabling act was 
sted mainly due to objections to our having a one-man food dictator, and Mr. 
last Hoover had to manage his program so as not to appear like one. Of this he 
COMm- did an excellent job. Nevertheless, the study should have gone further than 
ward it does to correct the common impression that persuasion was about all of 
S on } the 1917-18 program. Much more than six or eight pages should have been 
ane devoted to the fifty-fifty order that directed all licensed retailers (the act 
- the § provided for licensing all food handlers) to require every purchaser of flour 
“The to buy an equal quantity of flour substitutes, to the controls exercised over 
ure’s food imports and exports, and to the fact that 8000 violators of the various 
ropa: regulations were penalized by the Food Administration Enforcement Divi- 
s10n. 
Food The author presents Mr. Hoover’s reasons for opposing the use of ration- 
food ing and then devotes one paragraph only (p. 183) to pointing out the dif- 
s far ference between this war and the last one that made rationing necessary this 
ssaly time but not last. 
is On On the important subject of price control, the complaints of housewives 
ch of about the high price of flour substitutes are listed, but no analysis whatever 
f the is made of the behavior of food prices in the last war as compared with this 
chily, one, just as there is none of the comparative achievements in food production. 
| sy now, this review should have made clear what this book does and does 
mn of not do. As a reporting of what one can learn from the Archives about the 
based Food Administration’s food program, with little supplementary study of the 
Too ‘ood program itself, it is commendable. The only criticism that one can make 
ated on this score is that the author was himself somewhat seduced by the propa- 
) deal ganda which he read, and his critical faculty surely could not have been in 
ancies full use much of the time. A common device of administrators is to make 
very 


blanket admissions of mistakes made—after all “mistakes are only human”— 
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but never state specifically what the mistakes were. This book falls into such 
a pattern. What the Archives contain on the subject of mistakes is limited 
to those appearing in the newspaper clippings collected by the Food Adminis. 
tration, and the Food Administration’s answers to these. These are reported 
in a paragraph or two at the end of the chapters. 

The four major conclusions which the reviewer has reached after reading 
this study—these are in no way the author’s—are as follows: 

1. This war’s food program probably has not had as effective propaganda 
as the last’s on the food consumption side, and has suffered from it. The OPA 
part of the food program has particularly suffered from lack of enough of 
such propaganda. 

2. The ideas which Mr. Hoover developed about how to conduct a food 
program were admirably suited to the situation then existing. He was indeed 
the man for the job. As Senator Underwood said, “I do not doubt that the 
chapters dealing with the great food adventure undertaken by Herbert Hoover 
will be among the brightest that illumine the pages of our history.” 

3. These same ideas, however, were not fitted to dealing with the situation 
which developed in this country in 1930-33. His success in 1917-18 had the 
effect of infixing these ideas so strongly in his mind that he was not the man 
for the job needing to be done in 1930-33. 

4. Neither would he have been the man to be a one-man food dictator in 
1941-45, although he would have handled one major part of it very well. 

Joun D. Brack 


Harvard University 


Food. By Frank A. PEARSON and Don PAARLBERG. (New York: Knopf. 1944. 
Pp. xi, 239. $2.75.) 

Written between January and June, 1943, in the months when the country 
was first experiencing consumer rationing of meats, fats, and processed foods, 
this book would have been reviewed with more zest in those days, when what 
the authors call “the food muddle” generated more heat than now (January 
1945). But the book may seize the spotlight again if crops are poor in 1945 
and various types of food shortages become intensified. Leng after the war is 
over it will repay reading as a blunt statement of the beliefs of men who take 
a dim view of regimentation, planned economy, and price control—in peace 


or in war. 
“This book,” the authors say, “is an effort to present our past experience 
with food, to describe what currently appears to be its more important phases, E 


to survey our national policy, and to present the outlook” (Preface, p. v). 
Chapter by chapter these approaches are interwoven, though not always close- 
ly. Major interest lies—or lay in the spring of 1943—in the description of T 
the then current situation, the survey of policy, and the outlook. Major sig 
nificance and enduring value lie in the analysis of past (peacetime) exper 


ence. B 
The broad thesis is that to try to hold down prices in wartime and stil cl 
maintain production is an “insurmountable task” (p. 233). “The simple b 
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slution is to let the price system function . . . any other solution is pre- 
destined to fail” (p. 239). 

Selected subtitles within chapters will give the character of opinions and the 
favor of style: Civilians Get Left-overs; Lend-Lease a Major Cause of Short- 
age; Deferment Solves Labor Problem; More Tractors Needed; Supplies of 
Nitrogen Short; Outlook Is for Declining Production; Impending Livestock 
Liquidation; Stocks of Food are Running Dangerously Low; Civilians Must 
Learn to Eat Grain and Like It; Nobody Loves the Middleman; All Signs 
Point to Higher Prices; Black Markets Will Be with Us; Price—An Efficient 
Administrator. 

Yet for nearly two years production has been maintained and price ad- 
vances much restrained; and the degree of disorder in liquidation of livestock 
populations has not proved very disturbing. One hesitates to assert that this 
is the fruit of good national food management. The weather was kind to 
officialdom in 1943 and 1944; record wheat yields per acre, as in 1944, were 
hardly the result of official plan or action. Nevertheless, some credit seems due 
to management, though how much may perhaps become better discernible if 
the crops of 1945 turn out badly and put management genuinely to the test. 

The present reviewer—no lover of regimentation—finds it impossible to 
believe the appropriate price policy in wartime would have been to leave prices 
alone. It is true that the provisioning of our armed forces and our allies with 
food might have been feasible solely through the simple mechanism of set- 
aside orders. By and large, however, farmers appear to have been provided 
with sufficient incentives under price ceilings. In the absence of restrictive 
national policies toward civilian consumption, it seems certain that price rises 
in some scarce and preferred foods would have worked among consumers an 
inequity altogether unacceptable to the public conscience, which may not be in 
this war what it was in 1916-18. In any event, the political influence of labor 
groups has so risen that such inequities would never have been tolerated. 

Looking forward, one may hazard the guess that, when post-war softening 
of farm prices comes, even the authors of this book may have a good word to 
say for the food muddling which, bad as it was, lowered the height of the cliff 
from which prices had to topple. 

M. K. BENNETT 

Food Research Institute 

Stanford University 


Economic Geography; Regional Planning; Urban Land; Housing 


The Decline of a Cotton Textile City: A Study of New Bedford. By S. L. 
WotrsEIn, (New York: Columbia Univ. Press. 1944. Pp. 179. $2.50.) 
This is a study of the causes and effects of the economic decline of New 
Bedford between the wars, and of the various steps taken to arrest this de- 
cline. Ever since it gave up its early agricultural pursuits New Bedford .has 
been a predominantly one-industry town. During the first half of the nine- 
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teenth century it depended principally on whaling and various related trades 
but with the displacement of sperm and whale oil by Pennsylvania petroleum 
for lighting and lubrication, the stage was set for the development of another 
source of livelihood. This appeared in cotton textiles. Although the first two 
mills were incorporated in 1846 while the city was still at the height of jts 
prosperity as the whaling center for the country, extensive development of 
the cotton textile industry did not come until the years 1880-1899, during 
which fourteen new mills were opened. Between 1900 and 1909, 12 more 
mills began production and World War I gave an added impetus to the al. 
ready thriving town. 

The 1920’s, however, saw a rapid reversal of this trend. During the two 
decades between the wars the city experienced a precipitous and disastrous 
decline. The economic well-being of the city was dominated during this pe. 
riod by two forces of essentially national rather than local significance, the 
southward shift of the cotton textile industry and the general state of business 
activity. Because it specialized in fine cottons New Bedford did not feel the 
effects of southern competition as soon as many other New England textile 
cities. However, the 1920’s brought a substantial decline despite the general 
prosperousness of the country. This decline was, of course, intensified by the 
great depression in the 1930’s. 

Dr. Wolfbein reviews the various factors which favored the southward 
movement of the industry; the proximity of the South to raw materials, the 
replacement of waterpower by steam and hydro-electric power, in which the 
South has advantage, the obsolescence of New England plant and equipment, 
lower taxes and, above all, lower labor costs in the South. High wage rates, 
unionization of labor and relatively stringent labor legislation weighed heavily 
against New England. While Dr. Wolfbein admits that the system of family 
controls and interlocking directorates was a factor in the decline, he believes 
that it was not a major cause of the trouble. In this connection, he presents 
some interesting charts showing interlocking directorates between the various 
mills and banks in New Bedford. Dr. Wolfbein points out that, although the 
development of substitute fibres has been an important factor in the decline 
of cotton textiles in general, New Bedford was able to adapt its industry in 
part to the use of these fibres. 

This discussion of the factors causing the southward shift of the industry 
is quite conventional, adding little to the factual material revealed in previous 
studies and contributing nothing new to the general theory of location. More- 
over, the reviewer is not at all certain that the relation between obsolescence 
and the shift to the South has been adequately analyzed. A good case might 
be made for explaining obsolescence as the result of the shift rather than as 
a cause. Perhaps Dr. Wolfbein puts his finger on the crux of the matter when 
he points out that poor accounting practice has led to unwise dividend poli- 
cies which placed the mills in a poor position to finance replacements neces- 
sitated by obsolescence. If this is the case, it is financial mismanagement and 
competition from new areas and new methods which are the root causes, not 
obsolescence. If New Bedford were an economic area for the industry, it 
would be reasonable to expect that funds would be forthcoming to replace 
the obsolete plant and equipment. 
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The most original part of the study is to be found in Chapter II, which 
incorporates the results of a survey of employment and unemployment in 
New Bedford made by the Division of Research of the WPA during the first 
week in May, 1939. This survey indicated that almost 30 out of every 100 
workers in the city were unemployed at that time. The incidence of unem- 
ployment was especially heavy among female laborers, young laborers under 
twenty-one years of age, and old laborers over fifty-five years of age. Unem- 
ployment was greater among textile workers than among other worker groups 
in the city. It was greater among the unskilled than among the semi-skilled 
and skilled. The incidence of unemployment was greater among the Portuguese 
and Negroes than among the native and foreign-born white workers. While 
the average duration of unemployment for all unemployed workers was 14.4 
months, the average duration for unemployed workers whose last job had 
been in cotton textiles was 18.1 months. The average duration of unemploy- 
ment was greater for the older age-groups than for the younger age-groups. 
The incidence of unemployment by family was almost as great as the incidence 
by individuals. One out of every 4 families had no member employed. This 
meant that as a rule secondary workers in unemployed families found it diffi- 
cult to ameliorate the plight of the family resulting from unemployment of the 
primary worker. 

The steps taken to solve New Bedford’s problem were various but in- 
effective. The community undertook to advertise its advantages and to develop 
a diversified industry. Special inducements in the form of low rents and taxes 
were Offered to attract new firms. Tax abatement, RFC loans and loans by 
labor unions were undertaken to relieve existing firms. But these measures 
were not sufficient to prevent the flight of the textile mills or to attract new 
industries. By 1938 other industries had given employment to only about one- 
fifth of the workers who had been displaced in cotton textiles. Meanwhile 
more workers had been coming into the labor market in search of work. 
Migration of workers was not sufficient to take up the slack. In the 1920's, 
when industry elsewhere was generally prosperous, New Bedford experienced 
a net decline in population of only about 7 per cent. During the depression 
of the 1930’s migration was retarded so that this decade saw a decrease of 
only 2 per cent in total population. 

The declining community is inherent in any society, capitalistic or other- 
wise, which admits of economic change. A study of the New Bedford ex- 
perience could contribute much to an understanding of this phenomenon, the 
general theory of which has been pretty much neglected. The present study, 
however, is disappointing in this respect. It gives a conventional summary of 
the causes of the decline and a static picture of the state of employment late 
in the process. However, it fails to give a realistic picture of the process of 
decline itself and of the essentially local factors which were at work. For 
example, the economist might reasonably ask: How did the workers, managers, 
and investors react to the decline? What steps did they take to avoid or alle- 
Viate its consequences? How did the unemployed acquire the means of sub- 
sistence? What were the resistances to migration? Much more might have 
been said on these and related problems. 
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In conclusion it should be noted that the New Bedford experience has a 
contemporary significance. Many one-industry towns developed as a result 
of the war will eventually face the problems of a decline in their basic industry, 
Those who are urging today that responsibility for the conversion of our war 
communities to peacetime activities be left to private enterprise and local 
communities will do well to ponder the experience of New Bedford and similar 
towns. Free enterprise, relying on local planning and decentralized decisions, 
often works slowly and without conscience. 

J. P. Miter 

Washington, D.C. 


Labor and Industrial Relations 


British Joint Production Machinery. Stud. and repts. ser. A., no. 43. (Mont- 
real: Internat. Lab. Office. 1944. Pp. v, 273. $1.25.) 


This study is one of a number published by the International Labour Office 
regarding the various aspects of wartime labor controls. The study was under- 
taken to supplement the ILO’s report on joint production committees, pre- 
pared as documentation for a tripartite meeting of representatives of gover- 
ment, employers and workers of Canada and the United States, held under 
the auspices of the ILO in February, 1943. The report was prepared by Miss 
Carol Riegelman, a member of the ILO staff. 

The report attempts to analyze the formal arrangements for industry, labor 
and government consultation and for industry and labor consultation on mat- 
ters affecting production and labor supply on the national level, the regional 
and district levels and the factory level. The report is more complete in its 
discussion of consultation at the factory level than in its discussion of the 
national or regional and district levels. This is understandable because effective 
results apparently occur from industry and management joint discussions at 
the factory level. At the higher levels, management and labor exercise primarily 
an advisory function. For example, the manpower controls exercised through 
the National Service Law and Essential Work Orders, which together com- 
prise the backbone of the British control over labor supply, are essentially 
the responsibility of the government. In these matters, the function of labor 
and management is limited to advice and consultation, ultimate action being 
the sole responsibility of government. 

At the other extreme is the widespread use of joint production committees, 
similar to labor-management committees in the United States, which operate 
at the factory level. The operation of these joint committees is based upon 
the codperation of labor and management and is quite independent of govern- 
mental intervention but dependent, in part at least, upon government sup- 
port. The joint production committees attempt to secure from both repre- 
sentatives of labor and management in the plant ideas which will result in con- 
serving the amount of labor necessary for a given job, and in more efficient 
methods of production. 
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The setting up of joint production committees has raised the problem of 
their relationship with other representatives of employees at the factory level. 
As is the case in the United States, these committees are not intended to deal 
with questions which are covered by trade union agreements, e.g., wage rates, 
piece work prices, working hours, etc. Some difficulties have arisen, according 
to this report, over the demarkation of functions, particularly questions con- 
cerning absenteeism and bad timekeeping. In some plants piece work prices 
have been handled by the joint production committees and in other cases by 
the committees of shop stewards. On the whole, however, the Report con- 
cludes that the different committees have worked together harmoniously. 

It would have been valuable and interesting had Miss Riegelman developed 
the discussion regarding the functions of the joint production councils and of 
the committees of shop stewards at greater length, giving actual experiences. 
In the United States, one of the serious problems in the development of 
labor-management joint activity has been the confusion or unclear demarka- 
tion between the handling of disputes in accordance with grievance machinery 
and the handling of other matters under the aegis of the labor-management 
committees. 

In general, the report lays too much emphasis upon structure and devotes 
too little space to the actual operating experience of the committees. The 
reader is not put in possession of the data needed to form his own opinion of 
the success of the British joint production machinery in developing the fuller 
utilization of labor, of which Miss Riegelman herself is convinced. The re- 
viewer has the feeling that the joint machinery has often provided a forum 
at which labor and management can unburden themselves of complaints 
against each other, or against the government, without necessarily producing 
curative action. This is not said in a spirit of criticism since the experience in 
the United States indicates the psychological value in providing just such 
media for complaints. These complaints frequently condition the thinking and 
actions of the government agencies concerned. 

The report does not dea] with the question of the authority or responsibility 
which labor and management should respectively assume in a democratic 
society either in a war or a peace economy. True, this is a broad philosophical 
and political question which falls quite without the scope of Miss Riegelman’s 
report. However, a study of this subject by the ILO would undoubtedly be of 
interest and value to persons concerned with public policy. 

SIDNEY C, SUFRIN 

Washington, D.C, 


A Short History of Labour Conditions in Germany under Fascism. By JiincEN 
Kuczynsk1. (London: Muller. 1944. Pp. 228. 9s. 6d.) 

The author himself raises the question whether a need exists for his study 
now that our victory appears to be near. His affirmative answer is justified. 
Given certain circumstances, some type of fascism may develop anywhere. 
“The study of Fascism in Germany should sharpen our vigilance in noting 
its primary manifestations in other places” (p. 1). It may be added that 
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fascist thinking is unfortunately not likely to disappear from the world with 
the collapse of the present German régime. 

Many readers might, however, fail to agree with Mr. Kuczynski’s assertion 
that “a combination of research with propaganda” is the proper method oj 
dealing with his subject. The result of true research is uncertain until it js 
completed. Propaganda is precisely the reverse. A doctrine is given first and 
has then to be spread. Any researcher who attempts to combine both unbiased 
research and political propaganda will work under a twofold pressure. As a 
good scholar he will want to find the true facts irrespective of the result, As 
a good propagandist he will have to achieve the desired result in the quickest 
and most convincing manner, possibly even irrespective of the facts. It js 
extremely difficult to do both things and to be simultaneously a reliable re. 
searcher and effective propagandist. Mr. Kuczynski’s book shows that most 
clearly. 

The first ninety-two of the two-hundred twenty-eight pages deal with “The 
Structure and Economic Policy of German Fascism’ and “The General Eco- 
nomic Policy of German Fascism.” They contain the author’s general views 
with respect to capitalism and nazism. This review will be chiefly concerned 
with that part of the book which deals with “Labor Conditions in Germany 
under Fascism.” It is, however, impossible to pass in silence over the author's 
conception as to who the real rulers of nazi-Germany are. He still believes 
that heavy industry is “the decisive section of the ruling class, the dominant 
section which in fact directs the policy of the State and uses the State as its 
own instrument” (p. 36), and that “the new ruiing class is the result of a 
marriage between the old bourbons of exploitation and a new generation oj 
gangsters” (p. 41). In reality this marriage existed only for a short time. Each 
partner’s intent from the very beginning was to get a divorce as soon as he 
had cheated the other out of all his possessions. It was the gangsters who were 
successful. The “old bourbuns of exploitation” now have to take orders from 
them. At least the most recent events in Germany should have convinced 
everyone of that. 

The often-repeated tale of big industry’s power under National Socialism 
is not only wrong but dangerous. There are still industrialists outside Germany 
who would not mind a marriage with fascism. It is grist to their mill if they 
are told that fascism means “a paradise for heavy industry” (p. 52). They 
should rather be shown that fascism may be as bad for them as for their 
workers. 

The three chapters of the second part of the book discuss German labor 
conditions in three periods, the first covering the years from 1933 to 1937, 
the second from 1938 to 1939, and the third from 1939 to 1943. Besides 
describing the life of the German wage earner in general, the author examines 
separately for each of these periods a variety of special aspects of labor con- 
ditions in Germany, such as employment, wages, hours, restrictions of free 
movement, accidents and health conditions, social insurance, and foreign labor 
Using statistical and other methods of analysis, the author finds that the 
German worker has become “a slave and serf in many respects, an oppressed 
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and degraded human being in every respect” (p. 223) and that the living and 
working conditions of foreign workers in Germany are even worse. 

Precisely because this is correct it is unfortunate that the author repeatedly 
presents material as evidence which is not best suited to verify this truth. 
Since ample unimpeachable proof exists, manipulating weak evidence until 
it looks a little stronger should and could have been avoided. The book would 
have gained if more consideration had been given to factors of more conclusive 
jorce. 

There is, for example, the very controversial question as to whether German 
real wages have decreased. Mr. Kuczynski, combining somewhat bold statisti- 
cal methods with considerations usually not applied in analyzing real wages, 
apparently finds that they have declined. He himself, however, seems not too 
sure of the accuracy of his result. At one point he remarks that “the study of 
wages here is not very fruitful,” and turns to a discussion of the fact that, 
owing to scarcity and deterioration of all commodities, the worker cannot buy 
much with his wages. This is, however, a different question. Besides, it would 
seem to be a war problem which has plagued workers outside Germany also. 
A critical reader who is eager to learn something about the typical short- 
comings of National Socialist labor policy will not feel too happy in reading 
the author’s analysis of German real wages. 

Mr. Kuczynski’s “Story of the Life of the German Worker Based on the 
Annual Reports of the German Factory and Mine Inspectors,” to give one 
more example, is equally unsuitable to prove irrefutably that the nazi system 
has suppressed labor. The author presents an extensive survey of cases of 
grave exploitation of workers which were uncovered and brought to the 
attention of the proper government agencies by the factory and mine in- 
spectors. The reports were published by the Reich Ministry of Labor; the 
culprits were punished. Would it not be easy for Mr. Goebbels in reply to 
claim credit for the Nazi officials who have continued to take the legal] steps 
provided by the pre-nazi laws? It would be false pretense, indeed, but this 
round, quite unnecessarily, again would go to Mr. Goebbels. 

The book shows how labor conditions have deteriorated in Germany since 
1933. But, in contrast with the nazis, we can afford to be frank in our appraisal. 
Fair consideration in the calm atmosphere of scientific research compels us to 
realize that war exigencies have forced many belligerent governments to take 
measures for solving manpower and production problems which are similar 
to some of those taken by the nazi government and which the author 
characterizes as typical expressions of fascist policy. In this respect Soviet 
Russia went farthest of all United Nations—Soviet Russia which, according 
to the author, “is the inspiration of every progressive movement” (p. 99). 
All belligerent governments have been confronted with similar war-production 
problems. There were in many countries, at times, similar shortcomings in 
labor conditions, such as excessively long hours, as are considered by Mr. 
Kuczynski “typically fascist.” Democratic governments, too, have been com- 
pelled to restrict the free movement of labor, to undertake extensive man- 
power control, and to take some other steps which are counts in the author’s 
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indictment of German fascism. Nothing can be gained by passing in silence 
over these well-known facts. On the contrary, mentioning them makes the 
case against totalitarianism stronger. It offers the opportunity to show par. 
ticularly convincingly the difference between fascist and liberal policy, evey 
where similar measures are taken under the two systems. 

To begin with, these measures are temporary exceptions in liberal systems, 
It would, however, be difficult to tell German temporary war measures from 
permanent typical nazi methods. Besides, any attempt to do so would be 
superfluous. As Mr. Kuczynski rightly states, fascism leads to a state of war 
before war has actually broken out. Fascism develops with increasing rapidity 
into a society of war with the world (pp. 170-71). As contrasted with demo. 
cratic nations, the worker in a fascist country always works under wartime 
conditions. It is true that the outbreak of a war does not imply a radical change 
in the conditions of the workers in a fascist country (p. 187). Worse than that, 
it is equally true that “peace” does not bring liberal peacetime conditions and 
freedom. 

Furthermore, fascism, at least the German type, has not brought any new 
ideas. It is rather a new technique of carrying through more ruthlessly ideas 
which existed in Germany long before the nazis came into power. The workers 
were among the first who had to suffer from the ruthlessness of the new tech- 
niques. Even where other countries have temporarily taken steps which are 
comparable to German measures, it is the manner and the degree in which 
they are carried through in Germany that makes them a crime against 
humanity. 

Finally and above all, no matter what the conditions of work might at 
any time be under a nazi system, labor has no voice in determining them. 
In a democracy wartime regulations are created and their execution super- 
vised by the elected representatives of the people. Totalitarian governments 
are not elected by the people and lay down the law in war and peace without 
being responsible to constituents. Under such a system the workers are in the 
worst situation, They have not only to take orders from the government without 
any possibility of redress, they have also to obey the employers, likewise with- 
out any possibility of complaint. This situation is not alleviated by the fact that 
the boss, too, has to follow orders. All the elementary liberties of labor van- 
ished and “the full darkness of tyranny descended over Germany” (p. 9). 
The author avoids raising the question how far German workers have, by 
action or inaction, helped nazism into power or to what extent they may not 
object to their situation under fascist rule. We know that we do not like 
fascism. The material contained in the book confirms our position, although 
the accuracy of the author’s research and the effectiveness of his propaganda 
methods may be questioned. 

Kurt Braun 


The Brookings Institution 
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Social Insurance; Relief; Pensions; Public Welfare 


veteran Comes Back. By WILLARD WALLER. (New York: Dryden Press. 1944. 
Pp. xiii, 316. $2.75.) 

This is a general treatise on the American veteran of World War II, written 
in a popular vein and for the benefit of the veteran, his parents, his wife 
or his sweetheart. Its principal objective is “to present and to illuminate the 
veteran problem, and to explain the veteran’s mental and emotional nature 
and the problems in the way of his readjustment in society” (p. 15) to “a 
general audience” (p. 272). Its major thesis is that the veteran presents, 
because of his unusual and antisocial experiences of training for and service 
in actual combat duty, a major problem upon his return to peacetime living. 
This problem is presented as one of the most important, if not the most im- 
portant, problems before the nation today. 

The book is set forth in four parts. Part I presents the veteran of today, 
remade from a member of civilian life, and points out the unnatural con- 
ditions that surround the member of the nation’s armed forces which require 
him to be cruel and at the same time merciful, and to accept an entirely new 
code of morals. Part II pictures the veteran returned to an alien homeland; 
a former soldier or sailor who is bitter, confused, and often occupationally or 
physically disabled; one who has learned a camaraderie on the sea and 
battlefield and who is therefore potentially politically powerful. Part III 
reviews our past efforts to cope with the veteran problem, and attempts to 
measure the past failures to help the veteran adjust to civilian life. Part IV 
outlines the objectives of the veteran’s program, and suggests, in a general 
fashion, some ways in which the national, state and local governments, 
civilians at large, and the family itself, can help the returning veteran make 
the adjustments necessary to civilian peacetime living at lowest social costs. 

The author concludes that 


The cost of solving the veteran problem will undoubtedly be high. The cost 
of not solving it will be immensely higher. If we neglect our veterans, we shall 
pay for our heartlessness in a thousand different ways. Not one of us will be 
able to escape the impact on our own personal lives of the mass misery of 
millions of maladjusted veterans. Like disease, this misery will permeate the air 
we breathe and it will reach us in mysterious ways; no one will escape it. If 
their needs are unsatisfied, the veterans of this war may become an extremely 
dangerous political group. If we do not rehabilitate our veterans, we shall 
certainly have to pay immense sums for pensions, bonuses, and other useless 
handouts from which no one will derive any benefit. If, in the years imme- 
diately after the war, we do not give the veterans what they need and have 
a right to have, they will in later years force us to pay a heavy price for our 


thrift (p. 304). 

Rather black prospects these! 

There can be little argument that the veterans present a serious problem 
to the nation, and Dr, Waller has rendered a service to one type of American 
audience by presenting a statement of this problem in simple, general terms. 
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The book, admittedly, is for lay consumption only. The student ang 
scholar will find little, if any, value in it. It contains no original sour 
material. Quotations from other works on problems of the veterans are long 
(cf. quotations beginning on pages 33, 65, 78, 83, 89, 94, 96, 100, 101, 115 
121, 131, 134, 136, 152, 154, 162, 174, 200 and 226, which extend beyond one 
page). The text at spots is boringly repetitious (cf. pages 66, 149, 187, 213 
221, 238, 267 and 294 for example, where points made or data presented 
have been previously set forth). It contains many questionable generalities 
(cf. pages 81, 84, 111, 151, 190, 206, 208, 211, 213, 225, 296, 299. 39) 
304, 307 and 308) and statements made without source references or annota. 
tions (cf. pages 78, 83, 89, 96, 107, 126, 166, 223, 228, 256 and 301), 
Typographical errors have crept into pages 20, 30, 119, 131, 229, 254 ang 
255, and possibly others as well. The methodology employed in the study 
seems to be especially weak to one who is accustomed to a quantitative ap. 
proach in the analysis of economic and social data. 

Perhaps the most serious defect of the book, from the point of view of 
those within the fields of economics, sociology and social welfare, if not from 
the point of view of the general reader, is the absence of specific reference to 
the present program for World War II veterans and their dependents, and the 
omission of a critical analysis of such a benefit program in terms of the basic 
needs of returning veterans and their families. 

No doubt many of these veterans and their dependents will continue to 
remain confused by the miscellaneous assortment of benefits under the G1. 
program in the face of the many needs which the author has developed and 
emphasized. We may hope for the appearance in the not too distant future 
of works which will fill this badly needed gap, not only for the general 
reader, but for the specialist and student as well. 

Paut A. Dopp 


University of California 


Consumption; Income Distribution; Codperation 


The National Income of Jamaica, 1942; The National Income of St. Vincent, 
1942; The National Income of Barbados, 1942. By FREDERIC BENHAM. 
Development and welfare in the West Indies, bulls. no. 5, 8, and 9. 
(Bridgetown: Advocate. [1944.] 10¢; 5¢; 10¢.) 


In recent years the official American and British national income estimates 
have been presented in the form of a set of interrelated tables with thorough 
annotations to each component item. Dr. Benham uses the same form oi 
presentation successfully in his three studies on the national income of some 
islands in the West Indies. The Jamaica and Barbados surveys contain tables 
on national output and national income and expenditures, as well as a siz 
classification of the taxable income of individuals. The Barbados paper offers 
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data on the value of various kinds of national assets and some figures on 


savings. 

"ane backbone in each of the three studies is an estimate of the value of 
final output. It consists, in the case of Jamaica, of eight main items (sub- 
divided into some ninety subgroups) comprising exports, foodstuff for local 
consumption, manufactured goods for local use, services rendered by the 
oovernment, other services, house rents, and new construction, with estimated 
repairs and replacement deducted. The arrangement does not immediately 
provide a table of values added in the various industries, since exports are 
separately recorded, some agricultural products (such as sugar) appear under 
manufacturing, and domestic values prior to the retail stage are unavailable. 
The procedure is dictated by the deficiency of data, and an—admittedly 
rough—estimate of the value of agricultural output and the values added 
‘n manufacturing, transport and distribution compensates for these short- 
comings. 

The reports are straightforward, with conceptual discussions reduced to a 
bare statement on the income terms used, and “anybody who prefers a dif- 
ferent definition can make the necessary adjustments.” In at least one instance 
cuch adjustment seems desirable. 

Of the three reports, the one on Jamaica is the most detailed. Since no census 
figures exist, since the income tax reaches only a few thousand individuals and 
since household budgets are scarce, the three totals on income, output and 
expenditures are, of course, not independently arrived at and are not intended 
to serve as mutual checks. They all stem from a table on the “value of produc- 
tion” which adds together retail values of goods produced for local consump- 
tion (net of imported materials, indirect taxes and an equivalent for depre- 
ciation), imputed rents, services (government and private), exports and net 
investment in fixed assets. The values of food production for domestic purposes 
are with few exceptions derived from retail prices per unit and consumption 
per head of a sample population. The approach suggests itself in view of the 
lack of accurate production data, although it is a measure of national expendi- 
ture rather than of output. Retail prices are either recorded market prices, 
or estimated market prices (for the country districts) or prices “growers could 
have obtained” in the market for produce domestically consumed. 

Net income from abroad added to this value of production supplies a final 
figure for net national output of £33.3 million. By deducting profits (taken 
from income tax statistics) and rents from this total, Dr. Benham derives 
a figure for wages and salaries (plus income of small settlers) and thus a 
national income breakdown by distributive shares. Finally the same total is 
subdivided, in a way which leaves some doubt, in order to show “how the 
national income is spent.” National expenditures appear as the sum of con- 
sumers’ expenditures on goods and services (of necessity a rearrangement of 
figures used as output for home use, adjusted for imports), direct taxes and an 
item for new construction and new machinery. 

Since income payments to individuals can be regarded either as the sum of 
consumers’ expenditures on goods and services, direct taxes and personal sav- 
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ings, or as net national income plus transfer payments after deduction oj 
undistributed corporate profits, it follows that national expenditures can be 
expressed as the sum of consumers’ expenditures, direct taxes, total corporate 
and personal savings minus transfer payments. Total savings again are equal 
to home and foreign investment plus budget deficit. Only if the sum of 
foreign investment and budget deficit should equal transfer payments would 
the inclusion of an equivalent of new construction and machinery in the 
expenditure table seem justified. No sufficient information appears in the text 
to support this assumption. 

There is, in particular, no figure on the budget deficit, which would haye 
clarified the issue. Occasional references appear on total government spending 
on excise taxes and direct taxes. Services rendered by the government are a 
component of the output table. They exclude correctly all transfer payments 
and some other government expenditures which appear elsewhere (public 
works, communications, government printing). They include some unexplained 
entries called “subventions” and quite generally do not differentiate between 
services to final consumers and intermediate services. 

Methods for the income estimate of Barbados are similar. But the value 
of food production is established on the basis of output instead of consumption 
data. A slight inconsistency arises in the treatment of maintenance of roads 
in the government service item. It is included in output, while omitted in the 
Jamaica estimate. Incomes of persons not subject to income tax are separately 
estimated, on the basis of number employed and average wages received by 
types of workers, adjusted for periods of unemployment. The result checks 
reasonably well with the national output figure. 

The data for St. Vincent are limited to net output. 

Altogether the three surveys are highly skillful, competent and workmanlike 
jobs. Not very often in the history of national income estimates have econo- 
mists owed to an author so much information from so little statistical raw 
material. The gratitude would not suffer if the author’s view that the total for 
Barbados is “correct within the remarkably narrow margin of one per cent” 
should turn out to be overoptimistic. 

ERNEST DOoBLIN 


Washington, D.C. 
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Boston: Grad. School of Bus. Admin., Harvard Univ. 1944. Pp. 34. $1.) 


A postwar federal tax plan for high employment. Proposed by the Research Committee of 
the Committee for Econ. Development. (New York: Committee for Econ. Development. 
1944. Pp. 47.) 

City finances, 1942 [cities having populations over 25,000]. Vol. 3. Statistical compendium. 
Washington: Bur. of the Census. 1944. Pp. 224. 55c.) 


income tax provisions of the Internal Revenue Code, applicable to taxable 
years beginning in 1944 or later. Joint Committee on Internal Revenue Taxation. (Wash- 
ington: Supt. Docs. 1944. Pp. 312. 40c.) 


Internal Revenue: regulations 44, relating to the taxes on gasoline, lubricating oil, and 
matches, under chap. 29, subchap. A, Internal revenue code (pt. 314 of title 26, codifi- 
cation of Federal regulations.) (Washington: Supt. Docs. 1944. Pp. 60. 10c.) 


State tax legislation affecting school revenues, 1939-1943. Research bull., Vol. 22, no. 3. 
Washington: Nat. Educ. Assoc. 1945. Pp. 44. 25c.) 


Money and Banking; Short-Term Credit 


Brooxs, A. J. H. Why doesn’t somebody tell you these things! (Phoenix, Ariz.: Taylor. 
1944. Pp. 142. $1.75; paper, $1.) 

Butz, E. J. The production credit system for farmers. (Washington: Brookings Inst. 1944. 
Pp. vii, 104. $1.) 

EverBeRG, C. B. Extension agreements with debtors: a manual of procedures and methods. 
New York: Ronald Press. 1944. Pp. 139. $3.50.) 


Haim, G. N. International monetary codperation. (Chapel Hill: Univ. of North Carolina 
Press. 1945. Pp. vii, 355. $4.) 


KEMMERER, E. W. Gold and the gold standard. (New York: McGraw-Hill. 1944. Pp. ix, 
238. $2.50.) 


Mors, W. P. Consumer-credit theories: a historical and critical analysis. Stud. in bus. 
admin., Vol. 17, no. 2. (Chicago: Univ. of Chicago Press. 1944. Pp. 74. $1.) 


Norsurn, C. A. Streamlining our monetary system: freedom from debt, prosperity for all. 
Asheville, N.C.: Stephens Press. 1944, Pp. 191. $2.) 


Ronoreau, A. Education for installment buying. Contribs. to educ., no. 902. (New York: 
Bur. of Pubs., Teachers Coll., Columbia Univ. 1945. Pp. 74. $1.85.) 


Assets and liabilities of operating insured banks, June 30, 1944. Rept. no. 21. (Washing- 
ton: Federal Deposit Insurance Corp. 1944. Pp. 35.) 


Fede ral Deposit Insurance Corporation: annual report for the year ended Dec. 31, 1943, 
Washington: Federal Deposit Insurance Corporation. 1944. Pp. 122.) 


Loans for small business. (Washington: Supt. Docs. 1945. Pp. 15.) 
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International Trade, Finance and Economic Policy 


Batt, M. M. The problem of inter-American organization. Stanford books in world politics 
(Stanford University, Calif.: Stanford Univ. Press. 1944. Pp. 124. $2.) 

Bascu, A., and others. Small nations vs. big powers. Transcript no. 351. (Chicago: Uniy 
of Chicago Round Table. 1944. Pp. 26. 10c.) 

Bronson, L. G. Cartels and international patent agreements. Pub. affairs bull. no. 3) 
(Washington: Legislative Ref. Serv., Library of Congress. 1944. Pp. 97, mimeo.) 

Conpurrre, J. B. and Stevenson, A. The common interest in international economi 
organisation. Stud. and repts., ser. B (econ. conditions), no. 39. (Montreal: Interna: 
Lab. Office. 1944. Pp. v, 135. $1.) 

EICHELBERGER, C. M. Proposals for the United Nations charter: what was done at Dum. 
barton Oaks. (New York: Commission to Study the Organization of Peace. 1944 Pp 
32. 10c.) 

FrrepricH, C. J. American policy towards Palestine. (Washington: Pub. Affairs Press 
1944. Pp. 106. $1.) 

Hoitmes, O. Anglo-American Caribbean mission—pattern for colonial codperation 
For. pol. repts., Vol. 20, no. 19. (New York: Foreign Policy Assoc. 1944. Pp. 9. 25¢ 

Kettor, F. and Domxe, M. Arbitration in international controversy. (New York: Com- 
mission to Study the Organization of Peace and Amer. Arbitration Assoc. 1945. Pp 
101.) 

Lester, S. Powers and duties attributed to the League of Nations by international treaties 
League of Nations pubs., 5, legal. (New York: Columbia Univ. Press. 1944. Pp. 10 
50c.) 

Mar, L. P. Welfare in the British colonies. (New York: Royal: Inst. of Internat. Affairs 
1944. Pp. 115. $1.50.) 

McC iettan, G. S. Réle of cartels in modern economy. For. pol. repts., Vol. 20, no, 15 
(New York: Foreign Policy Assoc. 1944. Pp. 13. 25c.) 

Mosaxk, J. L. General-equilibrium theory in international trade. Cowles Commission 
monog. no. 7. (Bloomington: Principia Press. 1944. Pp. xiii, 187. $2.50.) 

Newcomer, M. Monetary plans for the United Nations—a layman’s guide to proposals 
of the Bretton Woods Conference. (Washington: Am. Assoc: of Univ. Women. 1944 
Pp. 26. 15c.) 

Stewart, M. S. What foreign trade means to you. Pamph. no. 99. (New York: Public 
Affairs Committee. 1945. Pp. 31. 10c.) 

Vipat, L. F. Planes monetarios. (Ciudad Trujillo, R. D.: Editora Montalvo. 1944. Pp 
95.) 

Wa ker, E. A. Colonies. Current problems, 20. (New York: Macmillan. 1944. Pp. 176 
$1.25.) 

Watiace, H. A. Our job in the Pacific Pamph. no. 12. (New York: Inst. of Pacific 
Rel. 1944, Pp. 56. 25c.) 

Warsurc, J. P. Foreign policy begins at home. (New York: Harcourt Brace. 1944. Pp 

320. $2.50.) 

America’s new opportunities in world trade. Report of The Committee on Internat. Policy 

Pamph. nos. 37-38. (Washington: Nat. Planning Assoc. 1944. Pp. 79. 50c.) 


Conferencias internationales americanas: primer suplemento, 1938-1942. Dotacién Car 
negie para la Pax Internacional, Divisién de Derecho Internacional pubn. (New York 
Columbia Univ. Press. 1944. Pp. 539. $3.50.) 
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ton Oaks documents on international organization. State Dept. Conf. Ser. 56. 
ston: Supt. Does. 1944. Pp. 22. Sc.) 


national cartels and world peace: a condensation of a study prepared for and pub- 
| by the Kilgore Committee. (New York: Post War World Council. 1944. Pp. 


relating to proposals for an international commodity reserve currency. Sub- 
. The International Monetary and Financial Conference at Bretton Woods, 
[he Committee for Economic Stability. (New York: McGraw-Hill. 1944. 


ied Europe: German exploitation and its post-war consequences. Prepared in the 
tion Department of the Royal Inst. of Internat. Affairs. (New York: Oxford 
Press. 1944. Pp. 75. 50c.) 


posals for the establishment of a general international organization. As submitted 
the Dumbarton Oaks Conference. (New York: Woodrow Wilson Found. 1944. Pp. 


and duties attributed to the League of Nations by international treaties. C.3.M.3. 
’ (Geneva: League of Nations. New York: Columbia Univ. Press. 1944. Pp. 48. 


m Report to Congress om operations of the Foreigh Economic Administration. Sept. 25, 
45. Pp 1944. Foreign Economic Administration. (Washington: Supt. Docs. 1944. Pp. 60. 15c.) 


nited Nations Monetary and Financial Conference, Bretton Woods, N.H., July 1-22, 
treatic 944: final act and related documents. State Dept., Conf. Ser. 55. (Washington: Supt. 
p. 100 Docs. 1944. Pp. 122. 25c.) 


United States tariff reductions and British-American trade. Econ. paper no. 2. Prepared by 
Affairs P. BareAv. (London: Am. Chamber of Commerce. 1944. Pp. 10.) 


Business Finance; Insurance; Investments; Securities Markets 
Hooper, R., and others. Postwar investment programs and policies. (New Wilmington, 
Pa.: Econ. and Bus. Found. 1945. Pp. 39. 35c.) 
x, and others. Postwar financial policies of business enterprise. (New Wilming- 
: Econ. and Bus. Found. 1945. Pp. 33. 35c.) 
vide to postwar fimancial planning for manufacturers. (New York: Nat. Assoc. of 
anufacturers. 1944, Pp. 18.) 
1 fuller insurance protection: fire insurance, liability insurance, domestic trans- 
tion. Insurance ser. no. 58. (New York: Am. Management Assoc. 1944. Pp. 31. 50c.) 
ind Exchange Commission: decisions and reports. Vol. 10. Sept. 1, 1941-Feb. 
Washington: Supt. Docs. 1944. Pp. 1297. $2.50.) 


ew in insurance coverage: boiler and machinery, crime coverage, liability, work- 
mpensation, Insurance ser. no. 57. (New York: Am. Management Assoc. 1944. 


50c. ) 


Public Control of Business; Public Administration; 


National Defense and War 


and AKER, V. N. You and your government. (San Francisco: Harr Wagner. 


og ‘RK, J. M. Demobolization of wartime economic controls. Research stud. of the 
— \ommittee for Econ. Development. (New York: McGraw-Hill. 1944. Pp. xiii, 219. 
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FRAENKEL, E. Military occupation and the rule of law: occupation government in th, 
Rhineland, 1918-1923. Stud. of Inst. of World Affairs. (New York: Oxford Uniy 
Press. 1945. Pp. 278. $3.50.) 

Herrick, A. D. Food regulation and compliance. (New York: Revere Pub. Co, 1944 
Pp. 662. $10.) 

Jamison, J. N. Intergovernmental codperation in public personnel administration ix 
the Los Angeles area. Stud. in local govt. no. 8. (Los Angeles: Bur. of Government, 
Research, Univ. of California. 1944. Pp. 107, mimeo. 50c.) 

Kincstey, J. D. Representative bureaucracy: an interpretation of the British Cini 
Service. (Yellow Springs, Ohio: Antioch Press. 1944. Pp. 324. $3.50.) 

Latrp, J. The device of government: an essay on civil polity. (New York: Macmillan 
1944. Pp. 173. $1.25.) 

LemkIn, R. Axis rule in occupied Europe: laws of occupation, analysis of government 
proposals for redress. Carnegie Endowment for Internat. Peace, Div. of Internat. Lay 
pub. (New York: Columbia Univ. Press. 1945. Pp. 712. $7.50.) 

Littey, T. and Horton, L. L. Future financial problems of conversion in the aircrajt 
industry. Bus. research stud. no. 34. (Boston: Grad. School of Bus. Admin., Harvar 
Univ. 1944. Pp. 53. $1.50.) 

Mownsegs, C. H. Industry-government cooperation—a study of the participation of ad. 
visory committees in public administration. (Washington: Public Affairs Press. 1944 
Pp. 78. $1.) 

Ronzone, M. H., and others. What should be the relative spheres of government ond 
business in postwar America? (New Wilmington, Pa.: Econ. and Bus. Found. 1945 
Pp. 50. 35c.) 

Storey, J. S. The transformation of war plant to peace needs. Melbourne Univ. Pres 
Realities of reconstruction no. 6. (New York: G. E. Stechert. 1944. Pp. 29. 25¢. 
Urwick, L. The elements of administration. (New York: Harper. 1944. Pp. 132. $2 
VREELAND, H., Jr. Twilight of individual liberty. (New York: Scribner. 1945. Pp. 175 

$2.) 

Administration of state-owned buildings: design, construction, operation and maintenance 
preliminary survey. (Chicago: Council of State Govts. 1944. Pp. 24. mimeo. 50c. 


Constitutional and statutory provisions of the states. Vol. 2. (Chicago: Council of State 
Govts. 1944. Pp. 34, mimeo. $1.) 


Demobilization of manpower, 1918-19. Bur. of Lab. Stat., bull. 784. (Washington: Supt 
Docs. [1944.] Pp. 68. 15c.) 


Federal Regulations of the United States: cumulative supplement containing a codifia- 
tion of documents of general applicability and legal effect, June 2, 1938, to June |, 
1943, inclusive, including Presidential proclamations, Executive orders, and other 
Presidential documents in full text, with ancillaries and index. Book 7, Title 33-titk 
45. Book 8, Title 46. (Washington: Supt. Docs. 1944. Pp. 9487-10495; 10497-11485 
$3 each.) 


Laws relating to interstate and foreign commerce: 1, Railroads; 2, Wire control; 
Proclamation; 4, Executive orders; 5, Termination of federal control of railroads; 6 
Relinquishment of federal control, proclamation; 7, Emergency Railroad Transport 
tion Act, 1933; 8, Motor carrier acts; 9, Railroad retirement acts; 10, Railroad unen- 
ployment insurance laws. (Washington: Supt. Docs. 1944. Pp. 534. 65c.) 


Reconversion: report to the President from Director of War Mobilization, [J. F. Byxyts 
(Washington: Supt. Docs. 1944. Pp. 14. 5c.) 


ZARCH 


in the 
Uniy 


», 1944, 


tion in 
nmental 


h Chil 


cmillan 


prnment 
at. Law 


aircraft 
Harvard 


t of ad- 
$s. 1944 


rent and 


id. 1945 


iv. Press 


| codifica- 
0 June 
nd other 
le 33-title 
$07-11485 


ontrol; 
lroad 
rans porta 
ad unem 


1945] TITLES OF NEW BOOKS 233 


Federal Trade Commission: statutes and decisions pertaining to, 1939-1943. Vol. 3. 
Washington: Supt. Docs. 1944. Pp. 785. $1.75.) 


Industrial Organization; Price and Production Policies; Business Methods 


peatty, E. P., and others. Economic aspects of American business policies. (New Wil- 

on, Pa.: Econ. and Bus. Found. 1945. Pp. 26. 35c.) 

BurnHAM, E. A. Am analysis of operating data for small department stores. Bur. of Bus. 
Research, bull. no. 121. (Boston: Grad. School of Bus. Admin., Harvard Univ. 1944. 
Pp. 42. $1.50.) 

BursK, E. C. Expenses and profits of limited price variety stores in 1943: chains and 
independents. Bur. of Bus. Research, bull. no. 120. (Boston: Grad. School of Bus. 


Crawrorp, F. C. What’s behind the hue and cry about profits? (New York: Nat. Assoc. 
\f Manufacturers. 1944. Pp. 22.) 

Fouton, L. A. and Brirarp, J. J. Algunos aspectos del abastecimiento de leche a la 
ciudad de Buenos Aires—costo de distribucién. Inst. de econ. y legis. rural, Tomo IV, 
fasc. 2. (Buenos Aires: Facultad de Agron. y Veter., Univ. de Buenos Aires. 1942. 


Pp 


xt 
mingt 


Gorvon, R. A. Business leadership in the large corporation. (Washington: Brookings 
Inst, 1945. Pp. xiv, 369. $3.) 


Mapce, C. and TvERMAN, D. Industry after the war: who is going to run it? Foreword 
by Sir W. Bevertoce. 2nd ed. Target for tomorrow, no. 1. (Forest Hills, N.Y.: Trans- 
atlantic Arts. 1944. Pp. 64. $1.50.) 


» Tree, S. F. Operating results of department and specialty stores in 1943. Bur. of Bus. 


Research, bull. no. 119. (Boston: Grad. School of Bus, Admin., Harvard Univ. 1944. Pp. 


35. $2.50.) 


WeissMAN, R. L. Small business and venture capital—an economic program. (New 
York: Harper. 1945. Pp. xii, 174. $2.) 


Wholesale prices, July-December and year 1943. Bur. of Lab. Stat., bull. 785. (Washing- 
ton: Supt. Docs. 1944. Pp. 60. 10c.) 


Marketing; Domestic Trade 
Wincate, J. W. Problems in retail merchandising. 3rd ed. (New York: Prentice-Hall. 


1944, Pp. 276.) 


Report of Sixteenth Boston Conference on Distribution. (Boston: Daniel Bloomfield, Di- 
rector, Conf. on Distribution. 1944. Pp. 106. $3.75.) 


Mining; Manufacturing; Construction 


Office of Rubber Director: special report on the synthetic rubber program, plant invest- 
ment and production costs: Appendix A. Pre-war costs of production for plantation 
rubber, estimated costs and sales realization of natural and synthetic rubber. War Pro- 
duction Board. (Washington: Supt. Docs. 1944. Pp. 26. 10c.) 


Sixteenth census of United States, 1940: Mineral industries, 1939. Vol. I. General summary 
and industry statistics. (Washington: Bur. of the Census. 1944. Pp. 876. $2.75.) 


Transportation; Communication; Public Utilities 


CirveLanp, R. M. and Nevitre, L. E. The coming air age. (New York: McGraw-Hill. 
1944. Pp, 359. $2.75.) 
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GoopMan, G. Government policy toward commercial aviation—competition and the regy, 
lation of rates. (New York: King’s Crown Press. 1944. Pp. 122. $1.60.) 


GrossMAN, W. L. Surface-carrier participation in air transportation. Stud. in pub, ytij 
and transp. (New York: New York Univ. Bookstore. 1944. Pp. 97. $1.) 


PARKER, J. C. Notes on utilities—post-war. Post-War Planning Committee rept. no, 7 
(New York: Commerce and Industry Assoc. of N. Y. 1944. Pp. 19. 25c.) 


Van ZANDT, J. P. Civil aviation and peace. (Washington: Brookings Inst. 1944. Pp. x, 157 
$1.) 

WaLkeER, G. Road and rail—an enquiry into the economics of competition and state con. 
trol. (London: Allen and Unwin. 1942. Pp. 236.) 


Federal Communications Commission: Statistics of the communications industry in the 
United States for the year ended Dec. 31, 1942, containing financial and operating datg 
relating to communication carriers and standard broadcast stations subject to the Com- 
munications act of 1934. (Washington: Supt. Docs. 1944. Pp. 280. 35c.) 


: Statistics of class 1 motor carriers for the year ended Dec. 31, 1942. (Washington: 
Supt. Docs. 1944. Pp. 111. 60c.) 


Foreign commerce and navigation of the United States for the calendar year 1941. (Wash- 
ington: Bur. of the Census. 1944. Pp. 696. $2.50.) 


Interstate Commerce Commission reports: Vol. 254. Decisions of the Interstate Commerce 
Commission of the United States (finance reports), July 1942-Apr. 1944: (Washington 
Supt. Docs. 1944. Pp. 905. $2.) 


Preliminary abstract of railway statistics (steam railways, Railway Express 
Agency, Inc., and the Pullman Company) for the year ended Dec. 31, 1943. (Washing 
ton: Supt. Docs. 1944. Pp. 60. 60c.) 

Road and rail transport in Nova Scotia, Rpts. of the Nova Scotia Econ. Council, Vol. VI, 
no. 48. (Halifax, N.S.: King’s Printer. 1942. Pp. 83.) 

Transportation: report on practices and procedures of governmental control, letter 
from Chairman, Board of Investigation and Research, transmitting report. 78th Cong 
2nd. sess., H. doc. 678. (Washington: Supt. Docs. 1944. Pp. 262. 30c.) 

Worldwide airlines for United States airlines: competition vs. monopoly. (Washington 
Airlines Committee for United States Air Policy. 1944. Pp. 37.) 


Agriculture; Forestry; Fisheries 


Beck, F. V. The field seed industry in the United States: an analysis of the production, 
consumption and prices of leguminous and grass seeds. (Madison: Univ. of Wisconsin 
Press, 1944. Pp. 252. $3.) 

BrctarD, J. J. Economia de la industria yerbatera argentina. Inst. de econ. y legs 
rural, Tomo V, fasc. 3. (Buenos Aires: Facultad de Agron. y Veter., Univ de Buenos 
Aires. 1944, Pp. 127.) 

——— and Arvs, A. La soja—estudio economico posibilidades de su cultivo en la argen- 
tina. Inst. de econ. y legis. rural, Tomo IV, fasc. 5. (Buenos Aires: Facultad de Agron 
y Veter., Univ. de Buenos Aires. 1943. Pp. 124.) 

BRANDT, K. The reconstruction of world agriculture. (New York: Norton. 1945. Pp. viii 
416. $4.) 

Fouton, L. A. El problema econdémico de la papa. Inst. de econ, y legis. rural, Tomo I 
(Buenos Aires: Facultad de Agron. y Veter., Univ. de Buenos Aires. 1939. Pp. 361.) 


Garcia Mata, R. Algunos aspectos de la avicultura en estados unidos. Inst. de econ. y 
legis. rural, Tomo I, fasc. 3. (Buenos Aires: Facultad de Agron. y Veter., Univ. & 
Buenos Aires. 1939. Pp. 26.) 
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\faxines, S. M. The economics of poor land arable farming: based on surveys of difficult 
~ farming areas in the East Midlands. (New York: Longmans Green. 1944. Pp. 288. $5.) 


Orr. Sir J. B. Food and the people. Target for tomorrow, no. 3. (Forest Hills, N.Y.: 
Transatlantic Arts. 1944. Pp. 56. $1.50.) 


carasqueTa, P. A. DE. Produccién y comercio avicolas en la Reptblica Argentina—estudio 
econémico. Inst. de econ. y legis. rural, Tomo III, fasc. 2. (Buenos Aires: Facultad de 
Agron. y Veter., Univ. de Buenos Aires. 1942. Pp. 126.) 


Serres, J. R. Economia lanar argentina y régimen legal contra la parna. Inst. de econ. y 
levis. rural, Tomo V, fasc. 2. (Buenos Aires: Facultad de Agron. y Veter., Univ. de 
Buenos Aires. 1944. Pp. 106.) 


El régimen de “arrendamientos agricolas”; su influencia sobre la radicacién del 
»blador rural. Inst. de econ. y legis. rural, Tomo IV, fasc. 1. (Buenos Aires: Facultad 
ie Agron. y Veter., Univ. de Buenos Aires. 1942. Pp. 32.) 


_ Régimen juridico rural—a propdsito de la codificaciém uniforme. Inst. de econ. y 
legis. rural, Tomo V, fase. 1. (Buenos Aires: Facultad de Agron. y Veter., Univ. de 
Buenos Aires. 1944. Pp. 74.) 


__. Régimen juridico y administrativo de la propriedad de ganados. Inst. de econ. y 
legis. rural, Tomo I, fasc. 1. (Buenos Aires: Facultad de Agron. y Veter., Univ. de 
Buenos Aires. 1939. Pp. 73.) 


TrmosHENKO, V. P. World wheat production: its regional fluctuations and interregional 
correlations. Wheat stud., Vol. XVIII, No. 7; Vol. XIX, No. 5; Vol. XX, No. 6. (Stanford 
University, Calif.: Food Research Inst. 1942-44. Pp. 48; 52; 48.) 


{erarian problems from the Baltic to the Aegean: discussion of a peasant programme. 
Post-war problems ser. (New York: Royal Inst. of Internat. Affairs. 1944. Pp. 96. $1.) 


Agricultural finance review. Vol. 7, Nov., 1944. (Washington: Bur. of Agric. Econ., U. S. 
Dept. of Agric. 1944. Pp. 109.) 


Farm bookkeeping and the federal income tax. Rev. ed. U. S. Dept. of Agric., misc. pub. 
no. 554. (Washington: Supt. Docs. 1944. Pp. 16. 5c.) 


Farm land values and the war. Rev. ed. Farmer and the war, no. 1. (Washington: Supt. 
Docs, 1944. Pp. 8.) 


Farm relief and agricultural adjustment acts. June 15, 1929-June 30, 1944. (Washington: 
Supt. Docs. 1944. Pp. 294. 35c.) 


Food in war and in peace—Consolidated report of the New York State Joint Legislative 
Committee on Nutrition. T. C. Desmonp, chairman. Legis. doc. (1944) no. 73. (Albany: 
[Government of State of New York.] 1944. Pp. 221.) 


International trade increases demand for farm products. Interbur. Committee on Post- 
War Programs, U. S. Dept. of Agric. (Washington: Supt. Docs. 1944. Pp. 16.) 
Economic Geography; Regional Planning; Urban Land; Housing 


Back, R. V. N. and Brack, M. H. Planning for the small American city: an outline of 
principles and procedure especially applicable to the city of 50,000 or less. 3rd ed. (Chi- 
cago: Public Admin. Service. 1944. Pp. 86. $1.) 


CaRSKADON, T. R. Houses for tomorrow. Pamph. no. 96. (New York: Public Affairs Com- 
mittee. 1944. Pp. 32. 10c.) 


Durrus, R. L. The valley and its people: a portrait of TVA. (New York: Knopf. 1945. 


Murray, J., and others. Seven new TVA’s? Transcript no. 350. (Chicago: Univ. of Chi- 
cago Round Table. 1944. Pp. 26. 10c.) 
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Reppaway, T. F. The rebuilding of London after the great fire. (Forest Hills, NY. 
Transatlantic Arts. 1944. Pp. 333. $5.40. ) 

Smitu, T. R. The cotton textile industry of Fall River, Massachusetts—a study of industrigj 
localization. (New York: King’s Crown Press. 1944. Pp. xii, 175. $2.) 


STEPHENSON, F. and Poot, P. A plan for town and country. Foreword by J. Huxtey. 
Target for tomorrow, no. 2. (Forest Hills, N.Y.: Transatlantic Arts. 1944. Pp. 60. $1.50.) 


Syrett, H. C. The city of Brooklyn, 1865-1898: a political history. Stud. in hist., econ. 
and pub. law, no. 512. (New York: Columbia Univ. Press. 1945. Pp. 293. $3.25.) 


An outline for making surveys. Bur. of For. and Dom, Commerce, econ. ser. no, 34. 
(Washington: Supt. Docs. 1944. Pp. vi, 45. 10c.) 

Coastline plans and action for the development of the Los Angeles metropolitan coastline. 
Prepared by D. F. Grirrtn under the direction of C. W. Ex1or. (Los Angeles: Haynes 
Found, 1944. Pp. 38.) 


The economic status of the New York metropolitan region in 1944. (New York: Regional 
Plan Assoc. 1944. Pp. xx, 91.) 

Homefront planning for the postwar period; a symposium on postwar problems of Ten- 
nessee and the nation. Univ. of Tennessee Record, extension ser., Vol. 20, no. 2. (Knox- 
ville: Univ. of Tennessee. 1944. Pp. 95.) 


Planning Milwaukee, 1943. (Milwaukee: Milwaukee Municipal Reference Lib. 1944. Pp. 
96.) 

Report of the Urban Planning Conferences under the auspices of the Johns Hopkins Uni- 
versity, Evergreen House, 1943. (Baltimore: Johns Hopkins Press. 1944. Pp. xix, 245. 
$2.75.) 

Report on the economic survey of six villages in Matara District. Ministry of Lab., Indus 
and Comm., bull. no. 12. (Colombo, Ceylon: Ceylon Govt. Press. [1943.] 65c.) 


Tacoma, the city we build. Report from Mayor’s Research Committee on Urban Problems, 
P. R. Fossum, chairman. (Tacoma: City Council. 1944. Pp. 147.) 


Labor and Industrial Relations 


ARNOLD, S. Planned dovetailing of seasonal employment. Research monog. no. 35. (Co- 
lumbus: Bur. of Bus. Research, Ohio State Univ. 1944. Pp. xiii, 51.) 


BAKER, H. The readjustment of manpower in industry during the transition from war to 
peace—an analysis of policies and programs. (Princeton: Indus. Rel. Sec., Princeton 
Univ. 1944. Pp. 112. $1.50.) 

CotmeEry, H. W., and others. Should returning soldiers have job preference over senior 
workers? Town Meeting of the Air, Vol. 10, no. 22. (Columbus: Reader’s Digest. 1945 
Pp. 24. 10c.) 

Ducorr, L. J. Wages of agricultural labor in the United States. (Washington: Bur. of 
Agric. Econ., U. S. Dept. of Agric. 1944. Pp. 193, mimeo.) 

FAULKNER, H. U. and Starr, M. Labor in America. (New York: Harper. 1944. Pp. 318 
$1.60.) 

LAHNE, H. J. The cotton mill worker. (New York: Farrar and Rinehart. 1944. Pp. xiii, 
303. $3.) 

Noon, J. A. Labor problems of Africa. African handbooks, 6. (Philadelphia: Univ. of 
Pennsylvania. 1944. Pp. 144.) 


Watters, J. E. Personnel relations—their application in a democracy. (New York: Ronald 
Press. 1945. Pp. xx, 547. $4.50.) 
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imerican newspapers look at the steel case: excerpts from typical editorials on the report 
of the Steel Panel of the War Labor Board, issued September 15, 1944. (New York: 
Steel Case Research Committee. 1944.) 

Annual digest of state and federal labor legislation; enacted Aug. 1, 1943 to Aug. 1, 1944. 
Div. of Lab. Stand., bull. no. 71. (Washington: Supt. Docs. 1944. Pp. 20. 10c.) 

Changes in women’s employment during the war. Women’s Bureau, spec. bull. 20. (Wash- 
ington: Supt. Docs. 1944. Pp. 29. 10c.) 

Employment policy. (New York: Macmillan. 1944. Pp. 31. 60c.) 

Foreman’s guide to labor relations. Div. of Lab. Stand., bull. 66. (Washington: Supt. 
Docs. 1944. Pp. 28. 10c.) 

A guide to labor legislation—for supervisors and shop stewards. Div. of Labor Stand., bull. 
no. 66-A. (Washington: Supl. Docs. 1944. Pp. 62. 25c.) 

Intercity variations in wage levels. Bur. of Lab. Stat., bull. 793. (Washington: Supt. 
Docs. 1944. Pp. 14. 5c.) 

Labour organization in Canada: thirty-third annual report (for the calendar year 1943.) 

Ottawa: Department of Labour. 1944. Pp. 71. 25c.) 

Legislative series, Oct.-Dec., 1944, (Montreal: Internat. Lab. Office. 1944. Various pp. $5, 
yearly.) 

More efficient use of women in industry: a composite report of five training conferences 
for management and women representatives of industry. (Nashville: State Board for 
Vocational Educ. 1944. Pp. 96.) 

National Labor Relations Board: court decisions relating to National Labor Relations act. 
Vol. 2. Jan. 1, 1940-May 12, 1941. (Washington: Supt. Docs, 1944. Pp. 1555. $2.75.) 

decisions and orders. Vol. 55. Feb. 24, 1944-Apr. 24, 1944. (Washington: Supt. 
Docs. 1944. Pp. 1523. $2.25.) 

Oficial Bulletin; Vol. XXVI, No. 2. (Montreal: Internat. Lab. Off. 1944. Pp. 247. $1., per 
year.) 

The Philadelphia Conference. 1.L.0. at work, no. 4. (Montreal: Internat. Lab. Off. 1944. 
Pp. 24.) 

Reports of committees and resolutions adopted by the Eleventh National Conference on 
Labor Legislation, Dec. 12-14, 1944. Div. of Lab. Stand., bull. no. 72. (Washington: 
Supt. Docs. 1944. Pp. 34.) 

Union agreements in the airframe industry, 1944. Bur. of Lab. Stat., bull. 792. (Washing- 
ton: Supt. Docs. 1944, Pp. 17. 5c.) 

Union wages and hours in the printing trades, July 1, 1943. Bur. of Lab. Stat., bull. 781. 
(Washington: Supt. Docs. 1944. Pp. 63. 15c.) 


Wages in the primary textiles industry in Canada, 1943. (Ottawa: Department of Labour. 
1944. Pp. 19.) 


Social Insurance; Relief; Pensions; Public Welfare 


Axtey, S. Security, but without a shirt. (San Francisco: Axley and Hays. 1944. Pp. 47. 
25c.) 

Carson, D. Estimates of railroad unemployment insurance payments and costs during the 
period of adjustment to peace. (Chicago: U. S. Railroad Retirement Board. 1944. Pp. 
50, mimeo.) 

DanL, D., compiler, Sickness benefits and group purchase of medical care for industrial 


employees—a selected annotated bibliography. (Princeton: Indus. Rel. Sec., Princeton 
Univ. 1944. Pp. 28. 30c.) 
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Hupson, R. Post-war jobs for veterans, Negroes, women. (New York: Workers Lip, 
Publishers, 1944. Pp. 24. 5c.) 

Kraus, H. International relief in action, 1914-1943; selected records, with notes. (Phila- 
delphia: American Friends Service Committee. 1944. Pp. 256. $1.25; paper, $1.) 

Lerrico, R. and Burtt, B. Social work and the Joneses. Pamph. no. 97. (New York: 
Public Affairs Committee. 1944. Pp. 31. 10c.) 

Lester, R. A. Providing for unemployed workers in the transition. Research stud. of the 
Committee for Econ. Development. (New York: McGraw-Hill. 1945. Pp. xi, 152. $1.50.) 


Levy, H. National health insurance—a critical study. Nat. Inst. of Econ. and Soc. Re- 
search, econ. and soc, stud. IV. (Cambridge: Univ. Press. New York: Macmillan. 1944, 
Pp. x, 366.) 

MAcxrintTosH, J. M. The nation’s health. Target for tomorrow no. 5. (Forest Hills, N_Y.: 
Transatlantic Arts. 1944. Pp. 64. $1.50.) 

Mustarp, H. S., M.D. An introduction to public. health. 2nd ed. (New York: Macmilan 
1935-1944. Pp. 292. $3.25.) 

NEWSHOLME, Sir A. Fifty years in public health: a personal narrative with comments: 
the years preceding 1909. (New York: Norton. 1944. Pp. 415. $4.50.) 


Pratt, G. K., M.D. Soldier to civilian: problems of readjustment. Foreword by G. § 
Stevenson, M.D. (New York: McGraw-Hill. 1944. Pp. 245. $2.50.) 


Ricwarpson, H. B., M.D. Patients have families. (New York: Commonwealth Fund. 
1945. Pp. 426. $3.) 

Assistance payments under the Social Security Act, Nov. 1942. (Washington: Social 
Security Board. 1944. Pp. 41. 15c.) 


Bibliography of industrial hygiene. Vol. XIV, 1940. (Geneva: Internat. Lab. Office. 1944 
Pp. 167. $1.50.) 

Compilation of social security laws, including the Social Security Act, as amended, and 
related enactments through July 1, 1944. (Washington: Social Security Board. 1944. Pp. 
93. 15c.) 

Current and future problems of employee insurance: group life and pension plans, trusteed 
plans, health, accident and hospitalization insurance, workmen’s compension, Insurance 
ser., no. 59. (New York: Am. Management Assoc. 1944. Pp. 44. 50c.) 


Discussion and study outline on social security. Prepared by E. M. Burns. (Washington: 
Nat. Planning Assoc. 1944. Pp. 24. 10c.) 

Pension laws (May 1, 1920-Sept. 7, 1944.) [House of Representatives.] (Washington: 
Supt. Docs. 1944. Pp. 100. 15c.) 


Recent state action providing benefits for returning veterans: summarization of reports 
from 45 states. (Chicago: Council of State Governments. 1944. Pp. 32, mimeo. $1.) 


Social insurance—Pt. I: Social insurance; Pt. Il: Workmen’s compensation. Presented by 
the Minister of Reconstruction [Great Britain] to Parliament, Sept., 1944. (New York: 
Macmillan. 1944. Pp. 31. $1.75.) 


Social security in the United States: Chamber policies and report of Committee on Social 
Security. (Washington: Chamber of Commerce of U.S.A. 1944. Pp. 26.) 


Consumption; Income Distribution; Codperation 


INFIELD, H. F. Codperative living in Palestine. (New York: Dryden Press. 1944. Pp. 192. 
$3.) 

Knapp, J. G. Handbook on major regional farm supply purchasing cooperatives, 1942 
and 1943. Coop. research and serv. div., misc. rept. no. 73. (Washington: Farm Credit 
Admin., U. S. Dept. of Agric. 1944. Pp. 53, mimeo.) 
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’ and Hoven, J. A. The co-operative movement in Britain. Foreword by A. V. 
sper, First Lord of the Admiralty. British life and thought, no. 19. (New York: 
s Green. 1944. Pp. 51. 36c.) 


guide to U. S. standards for farm products. U. S. Dept. of Agric., misc. pub. 
Washington: Supt. Docs. 1944. Pp. 21. 10c.) 


food consumption in the United States, Spring, 1942. U. S. Dept. of Agric. misc. 
550. (Washington: Supt. of Docs. 1944. Pp. 163. 20c.) 


Population; Migration; Vital Statistics 


A. and Arun, A. Correlacién entre la immigracién y la importacién en la 
Republica Argentina, Inst. de econ. y legis. rural, Tomo IV, fasc. 4. (Buenos Aires: 
Facultad de Agron. y Veter., Univ. de Buenos Aires, 1943. Pp. 18.) 


tacopy, G. Racial state: the German nationalities policy in the protectorate of Bohemia- 
* Moravia. (New York: Inst. of Jewish Affairs. 1945. Pp. 367. $3.) 


ths, infant mortality, and maternal mortality in the United States, 1942. Public Health 

Service, Reprint 2563 from Public Health Reports. (Washington: Supt. of Docs. 1944. 

Pp. 14. 5c.) 

Demographic studies of selected areas of rapid growth. Proceedings of the Round Table 
on Population Problems; 22nd annudl conf. of The Milbank Memorial Fund. (New 
York: Milbank Memorial Fund. 1944. Pp. iv, 158. $1.) 


tistics of the United States, 1942: Pt. 2, Natality and mortality data for the United 
tabulated by place of residence. (Washington: Bur. of the Census. 1944. Pp. 533. 
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AppaporAl, A. The substance of politics. (New York: Oxford. 1944. Pp. 532. $3.) 


rv, J. H. S. and Bott, E. S., editors. Adolescents in wartime. Annals, Vol. 236. 
hiladelphia: Am. Acad. Pol. and Soc. Sci. 1944. Pp. vii, 233. $2. 
vis, H. E., editor. Pioneers in world order—an American appraisal of the League of 
‘ations. (New York: Columbia Univ. Press. 1944. Pp. vii, 272. $2.75.) 
), E. A. Creative demobilisation. 2 vols. Internat. lib. of sociology and social re- 
nstruction. (New York: Oxford. 1944. Pp. 347; 288. $6.) 
HersHBERGER, G. F. War, peace and nonresistance. (Scottdale, Pa.: Herald Press. 1944. 
Pp. xv, 415. $2.50. 
Kornic, H. C. A Papal peace mosaic, 1878-1944. Pamph. no. 33. (Washington: Catholic 
Assoc. for Internat. Peace. 1944. Pp. 64. 10c.) 
Locan, R. W., editor. What the Negro wants. (Chapel Hill; Univ. of North Carolina 
Press, 1944. Pp. 375. $3.50.) 
iL, N. An American peace. (New York: Scribner. 1945. Pp. 276. $2.75.) 
d by Murra, K. O., compiler. Post-war problems, a current list of printed United States Gov- 
rork : ernment publications. Suppl. no. 1, July-Sept., 1944. (Washington: Ben. Ref. and 
Bibliog. Div., Library of Congress. 1944, Pp. 67, mimeo.) 
W. B. The gentlemen talk of peace. (New York: Macmillan. 1945. Pp. 542. $3.) 
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LES, 5. An intelligent American’s guide to the peace. (New York: Dryden Press. 1945. 
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{ divorced parents. Law and Contemporary Problems, Vol. X, no. 5. (Durham: 
School of Law. 1944. Pp. 169. $1.) 
t of Congressional committee hearings in Library of House of Representatives, prior 
Washington: Supt. Docs. 1944. Pp. 399. 50c.) 
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Economic Theory; General Works 


Cornejo, B. La competencia imperfecta y la teoria tradicional. Rev. de Econ. y. Estad, 
Afio VI, nos. 1-2. Pp. 15. 

Drixarp, D. A note on methodology in modern economic theory. Am. Econ. Rev., Dec, 
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Dincwat., }. Equilibrium and process analysis in the traditional theory of the firm 
Canadian Jour. Econ. and Pol. Sci., Nov., 1944. Pp. 16. 

DuUNAYEVSKAYA, R. A new revision of Marxian economics. Am. Econ. Rev., Sept., 1944 
Pp. 7. 

Garver, F. B. Cartels, combinations and the public interest. Jour. Farm. Econ., Nov, 
1944. Pp. 18. 

HacEN, E. E. and Kirxpatricx, N. B. The national output at full employment in 1950, 
Am. Econ. Rev., Sept., 1944. Pp. 29. 

Hawtrey, R. G. Livelihood and full employment. Econ. Jour., Dec., 1944. Pp. 6. 

KnicutT, F. H. Realism and relevance in the theory of demand. Jour. Pol. Econ., Dec, 
1944. Pp. 30. ‘ 

LANDAUER, C. From Marx to Menger: the recent development of Soviet economics. Am 
Econ. Rev., June, 1944. Pp. 5. 

Littter, H. G. A pure theory of money. Canadian Jour. of Econ. and Pol. Sci., Nov, 
1944. Pp. 26. 

Lutz, F. A. History and theory in economics. [Review article.] Economica, Dec., 194 
Pp. 5. 

MARSCHAK, J. and AnpRews, W. H., Jr. Random simultaneous equations and the theory 
of production. Econometrica, July-Oct., 1944. Pp. 63. 

MEapE, J. F. and FLemine, J. M. Price and output policy of state enterprise. Econ. Jour, 
Dec., 1944. Pp. 19. 

NEISSER, H. The economics of a stationary population. Soc. Research, Nov., 1944. Pp. 21. 

. The new economics of spending: a theoretical analysis. Econometrica, July-Oct, 

1944. Pp. 19. 

NicHoLits, W. H. Dr. Nourse on low-price policy: a review. Jour. Farm Econ., Nov, 
1944. Pp. 12. 

Nourse, E. G. Addendum: from analysis to prediction. Jour. Farm Econ., Nov., 1%4 
Pp. 9. 

SaMuELson, P. A. The relation between Hicksian stability and true dynamic stabilily 
Econometrica, July-Oct., 1944. Pp. 2. 

Tstanc, S. C. Prof. Pigou on the relative movements of real wages and employment. Econ 
Jour., Dec., 1944. Pp. 14. 

Witson, E. B. Hicks on perfect substitutes. Quart. Jour. Econ., Nov., 1944. Pp. 7 

Teaching of economics in the Soviet Union. Am. Econ. Rev., Sept., 1944. Pp. 30. 


Economic History 


Cone, C. B., editor. A trading expedition among the Crow Indians, 1873-1874. Mis 
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Destier, C. McA. Western radicalism, 1865-1901: concepts and origins. Miss. Valley Hist. 
Rev., Dec., 1944. Pp. 34. 


DorrMAN, J. Fulton and the economics of invention. Pol. Sci. Quart., Dec., 1944. Pp. 16. 

Coe, A. H. Business and the stream of social thought. [Review article.) Harvard Bus. 
Rev., Vol. XXIII, No. 2. Pp. 8. 

Hamatton, E. J. War and inflation in Spain, 1780-1800. Quart. Jour. Econ., Nov., 1944. 
Pp. 42. 

HorseFieLD, J. K. The origins of the Bank Charter Act, 1844. Economica, Nov., 1944. Pp. 

Lane, F. C. Family partnerships and joint ventures in the Venetian Republic. Jour. Econ. 
Hist., Nov., 1944. Pp. 18. 

Maun, J. C. The Farmers’ Alliance subtreasury plan and European precedents. Miss. Val- 
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Mirquez, J. Geronimo de Usztdrig como economista. El Trimestre Econ., Oct.-Dec., 1944. 
Pp. 24. 

Rag, J. B. Federal land grants in aid of canals. Jour. Econ. Hist., Nov., 1944. Pp. 11. 

reoicu, F. The leaders of the German steam-engine industry during the first hundred 
years. Jour. Econ. Hist., Nov., 1944. Pp. 28. 

RoperTson, H. M. A further note on early land tenure at the Cape. South Afr. Jour. Econ., 
June, 1944. Pp. 3. 


ScovitLE, W. C. Growth of the American glass industry to 1880.—Continued. Jour. Pol. 
Econ., Dec.. 1944. Pp. 16. 


B Warters, P. G., and WALTERS, R., JR. The American career of David Parish. Jour. Econ. 


Hist., Nov., 1944. Pp. 18. 
Post-war re-employment policy in the United States. Internat. Lab. Rev., Nov., 1944. Pp. 6. 


National Economies 


Aranis, P. E. La riqueza de México. Estad., Mar., 1943. Pp. 21. 
Bat, W. M. Australia’s interests in the Pacific. Far East. Survey, Nov. 15, 1944. Pp. 5. 


Bauer, P. T. Some aspects of the Malayan rubber slump, 1929-1933. Economica, Nov., 
1944, Pp. 9. 


BrecuT, A. On Germany’s postwar structure. Soc. Research, Nov., 1944. Pp. 13. 
Browe, J. La actividad industrial y el intercambio en la postguerra. Rev. de Ciencias 
Econ., June, 1944. Pp. 31. 


Ciaxton, B. The place of Canada in post-war organization. Canadian Jour. Econ. and 
Pol. Sci., Nov., 1944. Pp. 13. 

CRoWTHER, G. British twentieth-century economics. Yale Rev., Dec., 1944. Pp. 15. 

Davis, A. K. Veblen’s study of modern Germany. Am. Soc. Rev., Dec., 1944. Pp.. 7. 

Huxiey, J. West African possibilities. Yale Rev., Dec., 1944. Pp. 15. 

Jnuenez C., C, P. El impuesto sobre la renta en el Peru. Estad., Sept., 1943. Pp. 4. 

Jounson, A. The coming peace crisis. Soc. Research, Sept., 1944. Pp. 7. 

rt A. E. Palestine: a problem in economic evaluation. Am. Econ. Rev., Sept., 1944. 

>. A. and Srrausz-Hupt, R. The new France. Yale Rev., Sept., 1944. Pp. 13. 

SALIsBuRY, L. E. Colonial Asia: December 7, 1944. Far East. Survey, Dec. 13, 1944. Pp. 3. 

Post-war planning in Australia. Mo. Lab. Rev., Oct., 1944. Pp. 5. 

Post-war planning in Sweden—employment, investment and monetary policy. Internat. 
Lab. Rev., Dec., 1944. Pp. 7. 

Reconstruction planning in India. Internat. Lab. Rev., Nov., 1944. Pp. 7 
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Wartime inflation in India and its social repercussions. Internat. Lab. Rev., Dec., i944 
Pp. 15. 


Economic Systems; Post-War Planning 


Baran, P. A. New trends in Russian economic thinking? Am. Econ. Rev., Dec., 1944. Pp 
10. 
FRANKEL, S. H. An analysis of the growth of the national income of the Union in thy 
period of prosperity before the war. South Afr. Jour. Econ., June, 1944. Pp. 27. 
. Consumption, investment and war expenditure in relation to the national incom: 
South Afr. Jour. Econ., June, 1944. Pp. 3. 


Statistics; Economic Mathematics; Accounting 


Bove, K. A note on the mathematical coincidence of the instantaneous and the seria) 
multiplier. Rev. Econ. Stat., Nov., 1944. Pp. 2. 

Burke, W. F. The influence of the war on cost accounting. N.A.C.A. Bull., Nov. 15, 1944 
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Burns, A. F. Frickey on the decomposition of time series. Rev. Econ. Stat., Aug., 1944, Pp 
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Cowtegs, A. Stock market forecasting. Econometrica, July-Oct., 1944. Pp. 9. 
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GaRFIELD, F. R. Measurement of industrial production since 1939. Jour. Am. Stat. Assoc 
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GrtBerT, M., STAEHLE, H., and Woytinsxy, W. S. National product, war and prewar 
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MicHa.up, E. Nota acerca del ajustamiento mecdnico. Estad., June, 1944. Pp. 15. 
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referentes a su estandarizacién continental. Estad., Dec., 1943. Pp. 18. 

NEIssER, H. Government net contribution and foreign balance as offset to savings. Rev 
Econ. Stat., Nov., 1944. Pp. 5. 

Norvin, J. A. Determining sample size. Jour. Am. Stat. Assoc., Dec., 1944. Pp. 10. 

Norris, H. Notes on the relationship between economists and accountants. Econ. Jour, 
Dec., 1944. Pp. 9. 

OsTRANDER, F. T. The Mitchell committee’s report on the cost-of-living index: comments 
Am. Econ. Rev., Dec., 1944. Pp. 8. 

SANDERS, T. H. Accounting as a means of social and economic control. N.A.C.A. Bull, 
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pE SHELLEY H., R. Método abreviado para la obtencidén de los indices de variacién esto- 
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VANDELLOS, J. A. Observaciones al método abreviado del Setior Shelly Hernandes, Estad 
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Waite, W. C. An interpretation of the quantity index. Jour. Am. Stat. Assoc., Dec., 1% 
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Business Cycles and Fluctuations 


Coretanp, M. A. Business stabilization by agreement. Am. Econ. Rev., June, 1944. Pp. 2 
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Public Finance; Fiscal Policy; Taxation 


Auten, E. D. Treasury tax policies in 1943, Am. Econ. Rev., Dec., 1944. Pp. 27. 

Batts, H. R. The development of government control: the issue and audit phases. Canadian 
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_H. P. Postwar population problems. Soc. Forces, Oct., 1944. Pp. 6. 


0, M. A. and Macana, M. T. La assistencia del parto en El Salvador. Estad., 


pt., 1944. Pp. 7. 
Goop, D. Some recent studies of population. Geog. Rev., Jan., 1945. Pp. 10. 
GraBitt, W. H. Effect of the war on the birth rate and postwar fertility prospects. Am. 
Jour. Soc., Sept., 1944, Pp. 5. 
P. M. and Teprinc, B. J. Evaluation of census wartime population estimates 


HAUSER 
predictions of postwar prospects for metropolitan areas. Am. Soc. Rev., Oct., 


nd of 


Population trends in the United States since 1940. Geog. Rev., Jan., 1945. 


LasKER, B. Population prospects for Japan. Far East. Survey, Dec. 13, 1944. Pp. 4. 
Population shifts in southeast Asia. Far East. Survey, Nov. 1, 1944. Pp. 5. 
\, G. Estimativa do mtimero dos centendrios no Brasil em 1940 e analise compara- 
e internacional da apuragao dos centendrios pelos recenseamentos. Estad.,-June, 1943. 
Estudos de demografia interamericano. No. 2—Tdbua de mortalidade e de 
wia para a Colémbia (1939-41). No. 4—Tdbua de mortalidade e de sobrevi- 
ia para a cidade de Lima (1933-35). Estad., Sept., Dec., 1943. Pp. 24, 7. 
A riddle resolved: Braszil’s population. Estad., Mar., 1943. Pp. 6. 
on REIkICHI, K. The population of the prefectures and cities of Japan in most recent times. 
Far East. Quart., Aug., 1944. Pp. 29, 
J. Pareto on population, II. Quart. Jour. Econ., Nov., 1944, Pp. 27. 
B. The development of population predictions in Europe and the Americas. 
1944. Pp. 24. 
E. The population census of Puerto Rico. Estad., Sept., 1943. Pp. 7. 
C. W. Observations relatives a la population de la republique d’Haiti. Estad., 


dination 


Sept., 1943. Pp. 5. 
olseY, T. D. and Lunper, F. E. The analysis of current mortality in the l'nited States 
through the use of sampling. Estad., Sept., 1943. Pp. 11. 


Unclassified Items 
NS, R. D. A challenge to business education. Harvard Bus. Rev., Vol. XXII, No. 2. 
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Cooxe, M. L. On some commanding aspects of the American man of business. Ady. Manay 
Oct.-Dec., 1944. Pp. 7. 7 

Drucker, A. Is law an economic strait-jacket? Trusts and Estates, Oct., 1944. Pp, 3, 

Hutt, W. H. Plan for economic research in the Union. South Afr. Jour. Econ., Juy 
1944. Pp. 20. 

Lontcan, E. The professors versus the people: comment. Am. Econ. Rev., June 1944. Pp ; 

Pecrum, D. F. Economic contributions of the United States to civilization. So, Eco, 
Jour., Oct., 1944. Pp. 12. 

Pottock, J. K. A territorial pattern for the military occupation of Germany. Am. Py 
Sci. Rev., Oct., 1944. Pp. 6. 

Saunpers, L. A bibliography of social and economic conditions of highland Bolivia. Bo) 
de Inst. de Inves. Soc. y Econ., July, 1944. Pp. 22. 

SottMAN, W. F. Military occupation and German revolution. Am. Pol. Sci. Rev., Oc. 
1944. Pp. 5. 


— 
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NOTES 
44. Pp. 3 
30. Econ On January 5, 1945 the Director of War Mobilization and Reconversion requested the 
cancellation of all large conventions and group meetings. In compliance with this request 
Am. Po and after careful canvass of the situation, it was decided to cancel the meetings to be held 
February 1-4 jointly with the American Political Science Association and the American 
fois. Be Society for Public Administration. 


The following persons have recently become members of the AMERICAN EcoNnoMIC 
ev., Oct ASSOCIATION 
Abramovitz, Mrs. M., 6601 14th St. N.W., Washington, D.C. 
Adams, E. G., Industrial Development Bank, 201 Notre Dame St. W., Montreal, Canada. 
Anderson, Mrs. P. H., 1228 Blair Mill Rd., Apt. 101, Silver Spring, Md. 
Andrews, D. K., 181 Indianola Ct., Columbus 1, Ohio. 
Andrews, P. R., Prentice-Hall, Inc., 70 Fifth Ave., New York 11, N-Y. 
Aries, R. D., 4700 Sansom St., Philadelphia 39, Pa. 
Armstrong, C. M., 8 Jordan Blvd., Delmar, N.Y. 
Arrow, Miss A., 749 West End Ave., New York 25, N.Y. 
Aspinwall, R. S., 439 Selden Ave., Detroit 1, Mich. 
Atkisson, J., Box 722, Rt. 2, Sanger, Fresno Co., Calif. 
Badgley, L. D., 256 Prospect St., South Orange, N.J. 
Balabanis, H. P., Humboldt State College, Arcata, Calif. 
Barnes, L., 801 West End Ave., New York 25, N.Y. 
Becker, A. P., School of Business and Econ., Eastern New Mexico College, Portales, N.M. 
Belman, Mrs. C. D., 416 33rd St. S.E., No. 2, Washington 19, D.C. 
Bengiir, A. R., 2202 Massachusetts Ave. N.W., Washington, D.C. 
Bernstein, Miss D. B., 35 W. 92nd St., New York, N.Y. 
Blake, J. H., Glenn L. Martin Co., Baltimore 3, Md. 
Blumberg, A. J., 6800 Dartmouth Ave., College Park, Md. 
de Boor, Miss J., 26 E. St. Clair, Cincinnati, Ohio. 
Brown, H. B., Jr., University of Mississippi, University, Miss. 
Bruner, Miss N., 7511 Main St., Kansas City 5, Mo. 
Burns, Mrs. W. T., Excelsior, Minn. 
Burstein, H., 570 Isham St., New York 34, N.Y. 
Cassidy, E., 5912 14th St. N.W., Washington 11, D.C. 
Cassidy, Rev. J. K., Loras College, Dubuque, Iowa. 
Caulfield, Lt. H. P., Jr., 1660 Lanier Pl., Washington, D.C. 
Christelow, A., c/o British Civil Secretariat, Box 680, Benjamin Franklin Station, Wash- 
ington, D.C. 
Churchill, A. M., 2491 S.W. Sherwood Dr., Portland, Ore. 
Clark, Mrs. S. B., 2728 Porter St. N.W., Washington 8, D.C. 
Colbjornsen, O., c/o Norwegian Embassy, Washington 7, D.C. 
Coogan, Rev. T. F., Catholic University of America, Washington, D.C. 
Das, R. K., 3200 16th St. N.W., Washington, D.C. 
Dauten, C. A., School of Business, University of Arkansas, Fayetteville, Ark. 
Drake, L. A., Philadelphia Transportation Co., 1405 Locust St., Philadelphia 2, Pa. 
Draisner, A. M., Room 332, Southern Bldg., Washington, D.C. 
Dworetsky, J. H., 5909 Myrtle Ave., Brooklyn 27, N.Y. 
Ellsworth, H. M., Safeway Store, P.O. Box 660, 4th and Jackson Sts., Oakland 4, Calif. 
Emelianoff, I. V., 2707 Adams Mill Rd., Washington 9, D.C. 
Epstein, Miss B., Gadsden Hall 119, 30 Plattsburg Ct. N.W., Washington 16, D.C. 
Farioletti, M., 4822 3rd St. N., Arlington, Va. 
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Fautz, Mrs. E., Apt. 604, 1101 15th St. N.W., Washington 5, D.C. 

Fenimore, Maj. J. B., 7219 Pasadena Blvd., Pasadena Hills, St. Louis, Mo. 

Franck, P. G., 1734 P St. N.W., Washington, D.C. 

Gasque, Lt. C. A., Office of the Fiscal Advisor, Persian Gulf Command, A.P.O. 523, c/o 
Postmaster, New York, N.Y. 

Gillman, J. M., 5396 Earlston Dr., Washington 16, D.C. 

Ginsberg, S., RM 3/c, N/C Div., c/o Fleet Post Office, San Francisco, Calif. 

Goldberg, J. P., 4083 Minnesota Ave., N.E., Washington 19, D.C. 

Gomez, E. V., Hartmann 654, Santiago de Cuba, Cuba. 

Graham, J. J., 7 Court St., West Haven 16, Conn. 

Greenbaum, H. H., 302 Stratford Rd., Brooklyn, N.Y. 

Greenspan, B., 345 Madison Ave., N.Y. 

Gulick, Mrs. F. A., 1525 New Hampshire Ave. N.W., Washington, D.C. 

Guzik, L., 32 Broadway, New York, N.Y. 

Hagios, J A., Broad Street Association, 744 Broad St., Newark 2, N.J. 

Hance, W. D., 214 Eddy St., Ithaca, N.Y. 

Hanna, F. A., 7 Woodland Dr., R.R. 2, Falls Church, Va. 

Haun, G. C., 6410 Regent St., Oakland 9, Calif. 

Hermel, Cpl. S. H., 1675 Grand Concourse, Bronx, New York, N.Y. 

Hildreth, Lt. C. G., Air Transport Squadron Eight, U. S. Naval Air Station, Patuxey: 
River, Md. 

Hough, L. S., Miami University, Oxford, Ohio. 

Howenstine, E. J., Bureau of Agric. Econ., U. S. Dept. of Agriculture, Washington, D.C 

Isard, W., Box 361, Middletown, Conn. 

Jenkins, S., 3931 48th St., Long Island City 4, New York. 

Johnson, B. L., 9130 Bradford Rd., Silver Spring, Md. 

Jones, F. C., Minnesota Valley Canning Co., Le Sueur, Minn. 

Justiz, C. P., Hartmann 654, Santiago de Cuba, Cuba. 

Kanally, D. E., 53 Ann St., Port Allegany, Pa. 

Kassalow, Mrs. E. M., 110 35th St. S.E., Washington 19, D.C. 

Kennedy, W. F., 987 Maplewood Rd., Lake Forest, Ill. 

Klopstock, F. D., 33 Liberty St., New York, N.Y. 

Lasso de la Vega, J. N., Apartado 679, Panama, Republic of Panama. 

Lauderdale, R. L., 220 W. Tennessee Ave., Oak Ridge, Tenn. 

Leblond, A. J., 2 Cook St., Quebec, P.Q., Canada. 

Lee, F. H., 2314 E. Hill Ave., Cincinnati 8, Ohio. 

Leslie, G., 2480 16th St. N.W., Washington, D.C. 

Lougheed, W. F., Canadian Bank of Commerce, 25 King St. W., Toronto, Canada. 

Lyons, J. A., Ottawa University, Ottawa, Kan. 

Maroney, Miss M., 722 Jackson Pl. N.W., Washington 6, D.C. 

Mehlman, H., 709 Lenox Bldg., Social Security Board, Washington, D.C. 

Meyendorff, A. L., 1348 Perry Pl. N.W., Washington 10, D.C. 

Morgan, J. N., C. P. S. Camp 23, Coshocton, Ohio. 

Moss, B., 322 E. 173rd St., New York 57, N.Y. 

Neifeld, Miss M., 15 Washington St., Newark, N.J. 

Nelson, E., Department of Economics, University of Texas, Austin 12, Tex. 

Newbury, F. D., Westinghouse Electric and Manufacturing Co., P.O. Box 1017, 306 Fourth 
Ave., Pittsburgh 30, Pa. 

O’Donnell, W. G., Room 102, Commerce Bldg., Ohio State University, Columbus, Ohio 

Oliver, Lt. R. W., 1338 Talbert Ter. S.E., Washington 20, D.C. 

Payne, J. H., 1627 K St. N.W., Washington, D.C. 

Perine, Mrs. F. A., 1435 Edison Ave., Detroit 6, Mich. 

Pescuma, M., El Maestro No. 64, Buenos Aires, Argentina, South America. 

Pettee, E. W., North Dakota Agricultural College, State College Station, Fargo, N.D. 

Pollak, O., Bettws-y-Coed, Bryn Mawr, Pa. 

Porter, Miss M., 165 W. 46th St., New York 19, N.Y. 


Patuxent 


m, D.C 


06 Fourth 


Ohic 


MN 
“1 


1945] NOTES 


Ropes, , C., 3715 Canal Rd. N.W., Washington 7, D.C. . 
Ros ns . Department of Economics, Smith College, Northampton, Mass. 

enh W. J., 345 Fulton St., San Francisco 2, Calif. 
Scherer, Sgt. J., 32407749, CMPCS Intersec., A.P.O. 503, c/o Postmaster, San Francisco, 
“ta m, J. E., Sulzbacher, Granger & Co., 111 Broadway, New York 6, N.Y. 
Scott, R. F., 821 W. 32nd St., Los Angeles 7, Calif. 
Senior, C., 3814 W St. S.E., Washington 20, D.C. 
Serey, E. J., c/o M. Dyke, 12 Centre Ave., Lynbrook, N.Y. 
Sham, D., 900 19th St. N.W., Washington, D.C. 
Shapiro J., 6514 Luzon Ave. N.W., Washington 12, D.C. 

t. F. W., Vineland, Ont., Canada. 
aff, T. J., Macalester College, St. Paul 5, Minn. 
ster Clement Marie, St. Francis College, Joliet, Ill. 
Sister Jane Mary, Marygrove College Library, Detroit 21, Mich. 
Smith, 2, L., 22 E. Frambes Ave., Columbus 1, Ohio. 

1, Mrs. P. M., E. Pine St., College Place, Wash. 

Splawn, W. M. W., Interstate Commerce Commission, Washington, D.C. 
Stephenson, Ne M. W., 6925 Pineway, College Heights, Hyattsville, Md 
Stevenson, A ; 405 W. 117th St., New York 27, N.Y. 
Summer, Miss W. E., Apt. SE, 3750 Lake Shore Drive, Chicago, Il. 
Sundelson, Mrs. J. R., 2720 Wisconsin Ave. N.W., Washington 7, D.C. 
Thompson, C. S., University of Pennsylvania Library, Philadelphia 4, Pa. 
Van Horn, Miss E., School of Home Economics, Oregon State College, Corvallis, Ore. 
Wallace, Miss P. A., 1919 3rd St. N.W., Washington, D.C. 
van Walshem, H. F., Hotel Roosevelt, Madison Ave. at 45th St., New York 17, N.Y. 
Warren, D. M., Box 428, Panhandle Herald, Panhandle, Tex. 
Washburn, H. H., 2315 2nd Ave. E., Hibbing, Minn. 
Wellman, Cpl. C. A., Jr., Hq. Co., S.CU. 1959, Ft. MacArthur, Calif. 
Westefeld, Ens. A., 3531 Martha Custis Dr., Alexandria, Va. 
Wexman, J. K., 732 E. 38th St., Minneapolis, Minn. 
Wiener, R. J., 16895 Inverness, Detroit 21, Mich. 
Williams, C. W., Dept. of Econ. and Commerce, University of Louisville, Louisville, Ky. 
Williams, E., 210 International House, New York 27, N.Y. 
Wu, C-H., 305 Lathrop St., Madison 5, Wis. 
Zuckerman, I., 1416 R St. N.W., Washington 9, D.C. 


Siela: 


THE A.L.A.-A.E.A, BOOK LIST FOR FOREIGN LIBRARIES 


In January, 1944, the American Library Association’s International Relations Board 
through Mr. H. M. Lydenberg of the Washington office (Library of Congress Annex) 
submitted a request to the American Council of Learned Societies, the Social Science 
Research Council, and the other councils that their constituent societies assume responsi- 

lity of preparing a book list for distribution to foreign libraries. 

On account of shipping hazards and war conditions in foreign countries the shipment 
of books to libraries abroad has been drastically curtailed during the last few years. Some 
important books published in this country during the war are already out of print and 
many more will be before transportation channels are reopened. Hence it was thought 
desirable to build up a reserve of copies to be distributed when transportation conditions 
return to normal. A grant from the Rockefeller Foundation will make this possible. 

As a first step in complying with this request, the secretary of the Association prepared 
a panel of names of representative scholars in the twenty subject-matter fields into which 
economics has been classified (see 1942 Directory of the Association, pages 128-131) at 
the April meeting of the Executive Committee. This panel was submitted and reviewed 
ne further suggestions were made of members qualified to undertake the compilation 

lists and of competent reviewers, 


a 
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On April 15, letters were sent to some hundred and fifty persons requesting them ,, 
submit lists of books of permanent value published in this country since 1938 in the, 
respective fields of interest. These persons were asked to indicate the character and sip 
nificance of each title and to rate them 1, 2, and 3 to indicate priority of choice. Th 
amount of funds to be spent on this project was not determined at the time and it seeme: 
desirable to have a small select list representing the most useful and scholarly prodyc 
supplemented by a second list of appropriate titles and also a third list of good quajjt, 
which might be drawn upon if the budget should permit it. : 

Upon receiving cards and lists from the bibliographers the items given top prefereng 
ratings in the twenty fields were compiled and sent out to the reviewers for their eval. 
tions. In nearly all cases these lists consisted of bibliographers’ first choices only. In only 
two fields were all the items included. Communications were also sent to secretaries oj 
other associations related to our field in order to clear lists with them. 

The ratings by reviewers were recorded on master lists from which final selections wer 
made. The total of 690 items may seem large but it represents choices made from 4,9) 
to 5,000 titles originally submitted. A large number of duplicates were involved but thy 
great bulk of these were eliminated by a careful screening process. A summary of a numbe 
of items by groups and by fields is given below: 


Groups 


(Stat., Math., 
Acc’t’g) 


6 
3 
9 
1 


| 
NNW 


— 


Totals 


Many problems of classification and selection arose. 

Since the purpose of the American Library Association was merely to get a list of 
titles in the general field of economics, the classification into subject matter fields ws 
of no concern to it but this method was resorted to in order to insure complete coverage 
and also to provide special lists which would be useful for other purposes. 

Assembling the titles according to subject matter served to throw light on the logal 
organization of our classification scheme. Contributors in several specialized fields su> 
mitted items repeated in other fields. This was particularly true in fields 1 (Theory asd 
General Works), 2 (Economic History), 4 (Statistics), and 5 (Business Cycles), in whic 
the subjects treated covered in many cases both theoretical and applied aspects; and 6 
and 7 (Public Finance and Money and Banking), 10 and 11 (Public Control and Industria 


Field 1 2 3 Totals 

1 10 10 18 38 , 

2 16 15 11 42 
3 4 9 5 18 
4 20 30 18 68 
P| (11) (16) (10) (37 

( 9) (14) ( 8) (31) 

5 7 9 9 25 
6 13 27 16 5 

7 9 21 10 40 
8 10 14 5 29 I 

9 11 22 22 55 
10 & 11 6 16 14 36 ‘ 

12 17 14 0) 
13 6 li 

14 13 5 21 
15 18 4 31 : 
16 13 20 42 
17 30 29 70 | 
18 17 7 27 _ 

19 8 6 21 
20 13 5 25 F 
= 302 218 690 
| 
E 
D 
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Organization), 17, 18, and 19 (Labor, Social Problems and Consumption) in which much 
overlapping of subject matter occurs. Items appearing in the several fields incidentally 
received ratings of a large number of persons, in some instances, as many as 15 to 20 
ings compared to only 1 or 2 ratings in cases of a few of the more specialized items. 

The largest number of titles were submitted in fields 6 (Public Finance), 17 (Labor), and 
4 (Statistics, Mathematical Economics, and Accounting, an area composed of two very 
distinct fields), 15 (Agriculture), and 2 (Economic History). This concentration may 
reflect both the current significance of problems in these fields and the conscientious effort 
made by certain contributors to cover the ground theory and also helps explain the results. 
nly a few items were submitted in fields 13 (Mining, Manufacturing, and Construction) 
nd 3 (Economic Systems). Field 3 might logically be merged with 1 (Theory and Gen- 
eral Works) and 13 with 15 (Agriculture, etc.). Also fields 10 and 11 might well be 

rged since it was found impracticable to separate them in this project. 

_ his experiment offers further evidence that our conventional method of classification 
of fields of economics into specific and discrete areas could be greatly simplified by adopting 
a “genus species” type, and it is interesting to note that a long step in that direction has 
been taken in the large revision of the “Social Science Check List” of the National Roster 
f Scientific and Specialized Personnel (Form # 100-96, June, 1944). Such a change should 
be seriously considered when the time comes for a thorough revision of our Directory 
and if adopted, should be applied as well to the classification of books and articles and 
joctoral dissertation subjects in the American Economic Review. 

Following instructions from the American Library Association, the list of titles was 
imited to books published in this country from the beginning of the year 1939. All books 
of foreign origin were eliminated as were all public documents and publications appearing 
serially. The list was restricted to the field of economics, leaving books falling more 
properly under political science, history, sociology, etc., to other associations submitting 
lists in those related fields. 

Reviewers were instructed to rate items according to their scholarly character and their 
probable usefulness to foreign libraries in the post-war period. Some reviewers ruled out 
al textbooks on these grounds, but the consensus of the majority was followed and the 
better text books were included—usually in the third class rather than the first or second. 
It is obvious that these and other considerations account for many differences in ratings, 

ut, on the whole, the final selection is believed to represent fairly the research and 
scholarly products of American writers during this period. 

Below are listed the names by fields of those who compiled or reviewed the preliminary 


ists : 


ratl 


Economic Theory; General Works: R.. H. Blodgett, Vanderveer Custis, J. M. Clark, 
F. B. Garver, William Jaffe, F. H. Knight, Fritz Machlup. 

Economic History: C. W. Wright, A. H. Cole, E. J. Hamilton, D. L. Kemmerer, R. A. 
Clemen, Helen Fisher Hohman, H. F. Williamson. 

Economic Systems; National Economies: C. B. Hoover, E. H. Hahne. 

Statistics; Mathematical Economics; Accounting: D,. H. Leavens, Jacob Marschak, 


sR. L. Kozelka, Bruce Mudgett, P. S. Dwyer, F. C. Mills, Gerhard Tintner, Zenon Szatrow- 


ski, E. Heilman, A. C. Littleton, David Himmelblau. 

Business Cycles and Fluctuations: R. A. Gordon, H. M. Somers, G. Haberler, F. C. 
Mills 

Public Finance; Fiscal Policy; Taxation: R. E. Manning, R. G. Blakey, H. M. Groves, 
Mabel Walker, C. S. Shoup, S. E. Leland. 

Money and | ae Short-Term Credit: L. H. Seltzer, L. L. Watkins, B. H. Beckhart, 
J. W. Angell, S. E. Harris, W. E. Spahr, E. W. Kemmerer. 

International Trade, Finance, and Economic Policy: F. W. Fetter, J. P. Young, H. S. 
Ellis, P. W. Bidwell, J. B. Condiliffe. 

Business Finance; Insurance; Investments; Securities Markets: H. G. Guthman, H. E. 
Dougall, G. W. Dowrle, S. E. Howard, W. B. Taylor. 

Public Control of Business; Public Administration; National Defense and War: Clair 
Wilcox, T. J. Kreps, E. G. Nourse, G. W. Stocking. 


number 
Total 
38 
18 
68 
(31) ; 
95 
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Industrial Organization; Price and Production Policies; Business Methods: M. w 
Watkins, Vanderveer Custis, J. S. Bain. 

Marketing; Domestic Trade: C. L. Phelps, N. H. Borden, H. R. Tosdal, E. T. Grether 
F. E. Clark, D. J. Duncan, J. R. Hawkinson. 

Mining; Manufacturing; Construction: J. E. Pogue, G. E. McLaughlin. 

Transportation; Communication; Public Utilities: P. T. David, Ernest Williams, D. p 
Locklin, J. C. Bonbright, G. E. McLaughlin. 

Agriculture; Forestry; Fisheries: Asher Hobson, H. C. Taylor, J. S. Davis, T. w 
Schultz. 

Economic Geography; Regional Planning; Urban Land; Housing: J. K. Wright, G. p. 
McLaughlin, Helen Monchow, M. C. Reid, G. D. Hudson. 

Labor and Industrial Relations: R. A. Lester, F. T.~deVyver, C. W. Anrod, H. R 
Northrup, J. D. Brown, Helen Baker, Paul Webbink, E. E. Witte, Dale Yoder, 

Social Insurance; Relief; Pensions; Public Welfare: Ellen Commons, E, E. Witte 
Paul Webbink, J. D. Brown, Helen Baker, Ewan Clague, S. E. Harris. 

Consumption; Income Distribution; Coédperation: G. B. Greig, M. C. Reid, J. S, Davis, 
Hazel Kyrk. 

Population; Migration; Vital Statistics: W. S. Thompson, P. M. Hauser, C. F. Taeuber, 
A. B. Wolfe. 


Although copies of the final book list have been sent to all who participated in this 
interesting undertaking, such a minute gesture does not adequately reward them for their 
contribution. They deserve wider recognition and the thanks of the Association. This js 
a worth-while project and the current list may be the beginning of a series. It is at leas 
an example of a codperative effort made by a professional association to supply specialized 
and authoritative service to promote the cause of learning. 

It has been suggested that this book list be published so as to broaden its usefulnes 
and such a suggestion would probably have been followed except for one consideration; 
namely, despite all qualifications to the effect that this is a special purpose bibliography 
for post-war foreign libraries, some people would interpret this as representing an official 
buying list of the American Economic Association. 

A few mimeographed copies of the A.L.A.-A.E.A. Book List remain in stock at the 
office of the Secretary of the Association and these will be sent on request to members 
while the supply lasts —-JAMEs WASHINGTON BELL 


Elsie Gluck died October 31, 1944. 

Felix E. Held, professor of business organization at Ohio State University, died on 
October 31, 1944. 

Oliver J. Marston of Los Angeles died December 7, 1944. 

Bernhard Ostrolenk of the College of the City of New York died suddenly November 
26, 1944. 

William Amasa Scott, who became a member of the faculty of the department of eo- 
nomics at the University of Wisconsin in 1892 and was professor emeritus for the past 
thirteen years, died at his home in Winter Park, Florida, November 6, 1944, 

George Simon Wehrwein, professor of land economics at the University of Wisconsin 
died on January 10, 1945, from the effects of a heart attack suffered late in December 

Horace G. White was lost at sea February 7, 1943. 


Appointments and Resignations 


Curtis C. Aller has been appointed lecturer in the College of Economics and Busines 
of the University of Washington for the remainder of the college year. 

Clarence H. Anderson has recently been made a member of the department of economic 
of the University of Wyoming. 

Willis N. Baer, formerly at Elizabethtown College, is now an economic analyst with tht 
War Food Administration. 

C. D. Baldwin, a Lieutenant (j.g.) in the Naval Reserve, is instructing in Navy supp!) 
procedures on the staff at Fort Ord, California. 
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Leonard M. Berkowitz, who served as an associate business economist with the Office 
¢ Price Administration before entering the Army, has been commissioned a Second 
Lieutenant in the Air Forces. 


Herbert Block, research analyst with the War Department’s Army Industrial College, 
has been appointed chief of a section in the Research and Analysis Branch of the Office 
of Strategic Services, Washington. 

Dorothy S. Brady, formerly senior statistician with the Bureau of Human Nutrition and 
Home Economics, has been advanced from assistant chief to chief of the cost of living 
jivision, Bureau of Labor Statistics. 


Robert A. Brady, professor of economics at the University of California, while on 
leave of absence is teaching at the University of Chicago. 


T. E. Braunschweiger is teaching a course in retailing at the College of Economics and 
Business of the University of Washington. 

Henry T. Buechel, acting assistant professor in the College of Economics and Business 
‘ the University of Washington, has withdrawn from teaching duties because of illness. 


Edward H. Chamberlin, professor of economics at Harvard University, has returned 
to full-time teaching after serving in the Office of Strategic Services since the summer of 

3 He was attached to the United States Army in England and France as an assimilated 
Lieutenant Colonel. 

Walter A. Chudson is serving as head economist in the Bureau of Supply, United Nations 
Relief and Rehabilitation Administration, and has been temporarily assigned as deputy 
chief to the Southwest Pacific office in Sydney, Australia. 


Narnee Crittenden has been appointed instructor in secretarial science at the University 
of Arkansas. 

Stuart Daggett, professor of economics at the University of California, is arbitrator for 
the International Longshoremen’s and Warehousemen’s Union and Waterfront Employers 
Association of the Pacific Coast. 


Ernest Dale, formerly at Yale University, has taken a position in the research depart- 
ment of the American Management Association. 
Carl A. Dauten has been appointed assistant professor of business administration at the 
University of Arkansas. 
Dearing has returned to the staff of the Brookings Institution after a leave 
f absence of two and a half years during which he served as director of the Research 
and Special Studies Division of the Office of Defense Transportation. 


Carroll M. Degler has been promoted from assistant professor to associate professor at 
the University of New Hampshire and in addition continues as executive manager of the 
New Hampshire War Finance Committee. 

Raymond C. Dein has been appointed assistant professor of accounting at the University 
Arkansas, 

E. O. Dille, professor of marketing at the University of Tennessee, resumed his teaching 
luties on January 1, after sixteen months’ leave of absence with the War Production Board 
n Washington 

Russell A. Dixon is on leave of absence from the University of Pittsburgh during 1944-45 
while serving as statistician and corporate analyst for the Price Adjustment Board of the 

ttsburgh Ordnance District of the War Department. 

Viola DuFrain, formerly lecturer in economics at the University of Chicago, has been 


appointed associate professor of business administration and secretarial studies at Missouri 
Valley College 


Robert A. Gordon, on leave of absence from his position of associate professor of eco- 
fomics at the University of California, has been made Executive Secretary of the Com- 
bined Raw Materials Board, Washington. 
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William D. Grampp has been appointed vice consul in the American Foreign Servic. 
Auxiliary, in charge of economic reporting at the Consulate-General in Genoa, and for the 
present is making his headquarters in Rome. 

William Haber, on leave from the University of Michigan where he is professor of 
economics, terminated his connection with the War Manpower Commission and has been 
appointed adviser on manpower to the Director of the Office of War Mobilization ang 
Reconversion. 

James K. Hall of the University of Washington is now a Lieutenant in the Nay 
Reserve and is stationed in Washington, D.C. 

Seth Hammond has resumed his duties in the department of economics at the University 
of Illinois after serving as economist with the Office of Price Administration in Springfield 
Illinois. 

Emily H. Huntington, professor of economics on leave of absence from the University 
of California, has been made director of the wage stabilization division, Tenth Regional 
War Labor Board, San Francisco. 

Claude M. Isbister, formerly instructor and tutor in the department of economics a 
Harvard University, has accepted a position as economist to the Dominion Bureau of 
Statistics, Ottawa, Canada. 

Raymond P. Jefferis, Jr., after two years as associate professor of economics and gov- 
ernment at Clemson Agricultural College, has undertaken post-graduate study in economic 
at Princeton University. 

B. M. Jo‘te, formerly labor economist and planning and budget officer with the Na- 
tional War Labor Board, has recently been made acting director of the Board’s division 
of administrative management. 

Edward E. Judy has been appointed instructor in accounting at the University of Ten- 
nessee, 

A. D. H. Kaplan formerly of the University of Denver has been appointed to the staff 
of the Brookings Institution. 

Frank L. Kidner has been promoted from lecturer to assistant professor of economic 
at the University of California. 

Joseph G. Knapp, principal agricultural economist, Codperative Research and Servic 
Division, Farm Credit Administration, has been granted a six months’ leave of absence 
to permit him to work on a study of the codperative purchasing movement for the 
Brookings Institution. 

Harold D. Koontz, on leave from Colgate University, has resigned as chief of the 
traffic branch of the Office of Civilian Requirement, War Production Board, to become 
assistant to the vice president in charge of research of the Association of American Rail- 
roads, 

Frank J. Kottke, formerly an instructor in economics at Rensselaer Polytechnic Institute 
and then economic analyst with the Board of Investigation and Research, Washington, s 
now serving with the Army field artillery. 

J. Wayne Ley, associate professor of business organization at Ohio State University 
will serve as acting secretary of the College of Commerce and Administration during the 
current academic year. 

Stewart McKinnon, who is employed in the U. S. Procurement Department, Seattle, ha 
been appointed a part-time lecturer in marketing at the University of Washington. 

Frank Munk, on leave of absence as lecturer in economics at the University of Cal 
fornia, has recently returned from a field survey in Europe and been made director 0! 
training for the United Nations Relief and Rehabilitation Administration, Washington. 

William H. Nicholls has resigned as associate professor of agricultural economics at low: 
State College and is research associate, with the rank of assistant professor, in agricultur 
economics at the University of Chicago, engaged in the development of research in the 
economics of the agricultural processing and distributing industries. 
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Frank Robotka of Iowa State College is temporarily at the Brookings Institution, Wash- 

ton, D.C, under a collaborative arrangement between the two institutions, to continue 
work n a study of the economic nature of the codperative form of business organization. 

Laurence de Rycke, formerly of the State Department and the Pomona College faculty, 
has joined Occidental College and is teaching courses in money and banking, international 
.opnomics and accounting. 

Arthur Schweitzer is on leave of absence from the department of economics of the 
University of Wyoming while acting as research consultant at the University of Chicago. 

Derson Shybekay has recently joined the faculty of Purdue University. 

W. H. S. Stevens, formerly assistant director of the Bureau of Transport Economics and 
Statistics of the Interstate Commerce Commission, has been appointed director 


Claude W. Stimson, on leave of absence from Knox College, is making economic studies 
for the Bonneville Power Administration. 


George W. Stocking, professor of economics at the University of Texas, has been granted 
a leave of absence for the period March 1 to November 1, 1945, to resume co-directorship 
of a study of international cartels and domestic monopoly which the Twentieth Century 
Fund is sponsoring. 

Earl D. Strong of Grinneil College, after a year as district price executive with the 
Office of Price Administration, returned to participate in the Army program and in May, 
1944, was appointed dean. 

Albion G. Taylor, on leave of absence as head of the department of economics at the 
College of William and Mary, after serving with the War Manpower Commission, recently 
became chief of the food industries division of the War Food Administration, Washington. 

James B. Trant, dean of the College of Commerce of Louisiana State University, was 
recently elected vice-chairman of the Economic Development Committee of Louisiana and 
chairman of the subcommittee on research. 

Daniel R. Vining, formerly of the faculty of the University of Arkansas, has joined the 
staff of the University of Virginia as associate professor of rural economics. 

E. S. Wallace, on leave from Millsaps College where he is professor of economics, is 
economist in the Office of Price Administration at Atlanta. 

Arthur M. Whitehill, Jr., has been appointed to the staff of the Bureau of Industrial 
Research at the University of Virginia. 

Faith M. Williams, formerly chief of the cost of living division of the Bureau of Labor 
Statistics, as consultant on costs and standards is directing the Bureau’s recently initiated 
studies of international differences in costs and standards of living and its extended work 
yn measurement of changes in the quality of consumers’ goods. 

Elsa Winners is associate in economics and business at the University of Washington. 


VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative 
officers of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results. The Secretary's Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
descriptions of vacancies announced and of applications made. It is optional with 
those ‘pee such announcements to publish name and address or to use a key 
number. 

Communications should be addressed to: The Secretary, American Economic As. 


sociation, Northwestern University, Evanston, Illinois. 


Vacancies 


No announcements. 
Teachers Available 


Money and banking, business finance, economic theory, general economics: Man, 45, 
married, Ph.D., 1939, State University of Iowa. Past six years has taught in liberal 
arts colleges. Interested in college or university position that offers professional 
advancement. Available May or September, 1945. ’ E174 


Theory, finance, public control of business, public utilities, labor, consumption: 
Man, 57, married, A.B., Wisconsin, M.A., Kansas, plus law training. Five years of 
economics and political science teaching and research in universities; 6 years of 
public administration and research; 2 years of newspaper editorial work; business 
and civic-commercial organization experience; publications. Desires university or 
college teaching or research position. Available immediately. E190 


Labor economics, principles and theory, public finance, money and banking: Man, 
34, married, Ph.D. Five years of college teaching experience; now teaching in a 
small, state-supported college, but desires professional advancement. Available in 
February or June, 1945. E191 


International economics, theory, money and banking, business cycles, elementar 
economics: Man, 31, married, Ph.D., 1941, Columbia. Two years of teaching ex- 
perience; in government service since 1941. Now writing textbook in international 
economics. Wishes permanent teaching position. Available immediately. E193 


Labor problems, transportation, economic history, taxation, consumer economic: 
marketing: Man, 30, draft deferred, A.B., 1939, A.M., 1940, completing Ph.D 
dissertation, University of Michigan. Business experience as junior executive; 1), 
years of experience as acting professor at large Midwestern college and at Southem 
university; now completing second year as head of economics program at Eastern 
college. War Price and Ration Board member. Desires university or college teaching 
position offering professional advancement. Available in June, 1945. E194 


Elementary economics, South American economy, postwar problems, cartels and 
corporations: Doctor of Law and Economics. Author of various books and opinions 
member and honorary member of scientific societies; lecturing experience in the 
United States and abroad. Desires teaching or research position in or near New 
York or Washington; also part-time or advisory work or summer lecture work at ‘ | 
university. E195 


Economic theory, money and banking, transportation, marketing, corporation financ: 
statistics, political science: Man, 49, Ph.D., University of Pennsylvania. Law gradu: 
ate. Nineteen years of experience as head of department of economics in a small 


liberal arts college. Desires professional advancement. Available in June, , 
196 | 
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Number 14 of a series of photographs of past 
presidents of the Association. See “Birthday 
Note,” by S. E. Howard and E. W. Kemmerer 
in the March, 1943, number of the AMERICAN 
ECONOMIC REviEW, pages 230-235. 
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